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BEFORE THE
I LLI NOI S COMMERCE COWMM SSI ON

IN THE MATTER OF:

Commonweal t h Edi son Conpany,
No. 05-0597
Proposed general increase in
rates for delivery service

(tariffs filed on August 31,

- — N N N N N N N

2005.).
Chicago, Illinois
March 24t h, 2006
Met pursuant to notice at 9:00 a.m
BEFORE:

MR. GLENNON DOLAN and MS. KATI NA HALOULOS,
Adm ni strative Law Judges.

APPEARANCES:

MR. RI CHARD G. BERNET
MS. ANASTASI A POLEK- O BRI EN
10 South Dearborn Street, Suite 3500
Chicago, Illinois 60603
appearing for Com Ed;

MR. ROBERT KELTER
MS. JULI E SODERNA
MR. MELVI LLE SODERNA
208 South LaSalle Street, Suite 1760
Chicago, Illinois 60604
appearing for CUB;

FOLEY & LARDNER
MR. E. GLENN RI PPl E
MR. JOHN RATNASWAMY
MS. CYNTHI A FONNER
321 North Clark Street, Suite 2800
Chicago, Illinois 60610
appearing for Com Ed;
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APPEARANCES ( Cont' d):

MR. ALLAN GOLDENBERG
MS. MARI E SPI CUZZA
Assi stant State's Attorney
69 West Washington, Suite 3130
Chicago, Illinois 60602
appearing for Cook County State's
Attorney's Office;

Gl ORDANO and NEELAND

MR. PATRI CK GI ORDANO

MR. PAUL NEELAND

MS. CHRI STI NA PUSEMP

360 North M chigan Avenue

Chicago, Illinois 60601
appearing for Building Owners and
Managers Associ ati on of Chicago;

MS. CARLA SCARSELLA
MR. JOHN FEELEY
MR. CARMEN FOSCO
MR. SEAN BRADY
160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601
appearing for Staff;

DLA PI PER RUDNI CK GRAY CARY US LLP
MR. CHRI STOPHER J. TOWNSEND

MR. W LLI AM A. BORDERS

203 North LaSalle Street, Suite 1900

Chicago, Illinois 60601
appearing for Coalition of Energy
Suppliers;

MR. JAMES S. M THCELL

547 West Jackson Boul evard

Chi cago, Illinois 60661
appearing for Metra;
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APPEARANCES ( Cont' d):

HI NSHAW & CULBERTSON

MR. EDWARD R. GOWER

400 South Ninth, Suite 300

Springfield, Illinois 62701
appearing for Metra;

MR. BARRY HUDDLESTON
1000 Loui siana Street, Suite 5800
Houst on, Texas 77002

appearing for Dynegy, Inc.;

LEUDERS, ROBERTSON & KONZEN

MR. ERI C ROBERTSON

PO Box 735

Granite City, Illinois 62040
appearing for IIEC,

MR. CONRAD E. REDDI CK

1015 Crest Street

Wheaton, Illinois 60187
appearing for |IEC,

SONNENSCHEI N, NATH and ROSENTHAL
MR. JOHN ROONEY
MR. M CHAEL GUERRA
233 Sout h Wacker Drive, Suite 7800
Chicago, Illinois 60606

appearing for Com Ed;

MR. RI CHARD C. BALOUGH
53 West Jackson Boul evard, Suite 956
Chi cago, Illinois

appearing for CTA;

MS. ELLEN PARTRI DGE

567 West Lake Street

Chicago, Illinois
appearing for CTA;
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APPEARNCES ( Cont' d):

MR. LAWRENCE A. GOLLOWMP
1000 I ndependence Avenue,
Washi ngton, DC 20585

U. S. Departnment of Energy;

appearing for

MR. RONALD JOLLY
MR. J. MARK POWELL

30 North LaSalle Street,

Chicago, Illinois 60602
the City of Chicago;

appearing for

MR. MARK KAM NSKI
MR. RI SHI GARG

100 West Randol ph Street

Chicago, Illinois
appearing for
[111inois;

60601
Peopl e

MR. DARRYL BRADFORD

One Financial Plaza

440 South LaSalle Street,
Chicago, Illinois 60605

appearing for

SULLI VAN REPORTI NG COMPANY, by

Bar bara A. Perkovi ch,

Com Ed.

CSR

SW

Suite 900

of the State of

Suite 3300
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W t nesses: Di rect Cross

Re-
direct

Re-

By

cross Exam ner

STEVEN RUBACK 1182 1187

EDWARD BODMER 1211
1213
1223

MR. ALONGI & MR. Mcl| NERNEY
1291
1296
1317
1335
1345
1361
1397
1421

1460
1461
1464

I N CAMERA PAGES 1329-1334

1205

1279

1395

1429
1454

1207

1287

1431

1428
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Number For ldentification In Evidence
DOE

#1.0,1.1,1.2 1182

1.3 1182

cuB

#3.0 & 6.0 1186

#1.0 & 4.0 1210
| CC STAFF

#8 1215 1222
CTA CROSS

#1 1419

#1.0,2.0,3.0 1419

#3.01-3.07, & 3.0 (revised) 1419
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11
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JUDGE DOLAN: By the direction and authority of
the Illinois Commerce Conm ssion, | call Docket
No. 05-0597, Commonweal th Edi son Company, proposed
general revisions in electric rates, general
restructuring of rates, price unbundling of bundl ed
service rates and revisions of other terms and
conditions of service to order.

Woul d the parties please identify
t hemsel ves for the record.

MS. POLEK- O BRI EN: Darryl Bradford, Anastasia
Pol ek- O Brien for Conmmonweal th Edi son Conpany. Dal e
Thomas of the law firm of Sidley and Austin and
Gl en Ri ppie and Cynthia Fonner of the law firm of
Fol ey and Lardner, John Rooney and M ke Guerra of
the aw firm of Sonnenschein, Nath and Rosent hal .

MR. FEELEY: John Feel ey, Carmen Fosco, Carl a
Scarsell a and Sean Brady, representing staff of the
I1linois Commerce Comm sSsSion.

MR. GOLLOMP: Lawrence Goll omp appearing for the
United States Department of Energy, 1000
| ndependence Avenue, Washi ngton, DC.

MS. SODERNA: Juli e Soderna, Robert Kelter and
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Mel ville Nickerson representing the Citizens
Utility Board, 208 South LaSalle Suite 1760
Chi cago, Illinois 60604.

MR. KAM NSKI : Mark Kam nski and Rishi Garg of

the Illinois Attorney General's Office, 100 West
Randol ph Street, Chicago, Illinois 60601 on behalf
of People of the State of IIllinois.

MR. GOLDENBERG:. Al an Gol denberg and Marie D.
Spicuzza Assistant State's Attorneys on behal f of
the the Cook County State's Attorney's office, 69
West Washi ngton, Suite 3130, Chicago,

I11inois 60602,

MR. POWELL: On behalf of the City of Chicago,
Ronald D. Jolly and J. Mark Powell, 30 North
LaSalle, Suite 900, Chicago, Illinois 60602.

MR. BORDERS: On behal f of the Coalition of
Energy Suppliers, WIlliam Borders and Christopher
Townsend, DLA Piper Rudnick, Gray and Cary, 203
North LaSalle, Chicago, Illinois 60601

MR. ROBERTSON: Eri ¢ Robertson, Conrad Reddick.
Eri c Robertson with Leuders, Robertson and Konzen

on behalf of the Illinois Industrial Energy
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Consuners.

JUDGE DOLAN: All right. Let the record reflect
that there are no other appearances. M. Goll onmp,
| believe we are going to start with you this
mor ni ng.

MR. GOLLOMP: Yes, U.S. Departnment of Energy
W tness Dr. Gale Swan was schedul ed for cross
exam nation today. The other parties have waived

hi s appearance and cross exam nation. Accordingly

| request that | have the opportunity to nove into
evidence his testimny and exhibits. They are DOE
Exhibit 1.0, 1.1, 1.2 and 1.3. I will file at a

| ater date with the secretary an affidavit and
place it on e-docket.

JUDGE DOLAN: Any objection?

MS. POLEK- O BRI EN: No objection.

MS. SODERNA: No objection.

JUDGE DOLAN: All right, DOE Exhibit 1.0 will be
admtted into evidence. DOE Exhibit 1.1 will be
admtted into evidence. DOE Exhibit 1.2 and DOE

Exhibit 1.3 will be admtted into evidence.
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(Wher eupon, DOE
Exhi bits Nos. 1.0, 1.1, 1.2, 1.3
were admtted into evidence as
mar ked on e-docket of this date.)
MR. GOLLOMP: Thank you, your Honor.
MS. SODERNA: Citizens Utility Board calls Steven
Ruback.
(Wtness sworn. )
JUDGE DOLAN: Ms. Soderna, do you want to
I ntroduce his testinmny?
MS. SODERNA: Yes.
STEVEN RUBACK,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. SODERNA:
Q Pl ease state your full name and busi ness
address for the record.
A My name is Steven W Ruback, R-u-b-a-c-k,
I|'ma principle with the Col umbia Group, 785

Washi ngton Street, Canton, Massachusetts
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Q Did you prepare a written testimony for
this proceedi ng?

A Yes, | did.

Q Do you have before you what has been marked
as CUB Exhibit 3.0 for identification?

A Yes, | do.

Q Thi s docunment is entitled, the Direct
Testi nony of Steven W Ruback?

A Yes.

Q Does this document consist of 32 pages of
guestions and answers?

A Yes.

Q And attached to this document are four
exhi bits numbered 3.01, 3.02, 3.03 and 3.04?

A Yes.

Q Did you prepare these documents for this
proceedi ng?

A Yes. Or they were prepared under ny
supervi sion.

Q s it your understanding that these
documents were filed by CUB on e-docket on

Decenmber 22nd, 20057

1183



10

11

12

13

14

15

16

17

18

19

20

21

22

A That's ny understanding, yes.

Q Do you have any changes or corrections to
your direct testimony or attachments?

A No.

Q If I ask you the same questions set forth
in your direct testimony today, would your answers
be the same?

A Yes, they woul d.

Q And do you also have before you what has
been marked as CUB Exhibit 4.0 for identification?

A Yes, | have

Q And this document is entitled Rebuttal
Testi nony of Steven W Ruback?

A Yes.

Q Does this docunment consist of 9 pages of
guestions and answers?

A Yes.

Q And attached to this document is one
exhi bit, nunber 6.01?

A Yes.

Q Did you prepare these documents for this

proceedi ng?
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A Yes. Or they were prepared under ny
supervi si on.
Q s it your understanding that these

documents were filed by CUB on e-docket on February

27t h, 20067
A Yes.
Q Do you have any changes or corrections to

your rebuttal testimony or attachment?

A No.

Q If I were to ask you the questions set
forth in your rebuttal testimny today would your
answers be the same?

A Yes, they woul d.

Q | s any of the information contained in any
of the exhibits identified today confidential or
proprietary?

A Not to the best of my understanding

MS. SODERNA: | would |like to move for the
adm ssion of CUB Exhibits 3.0, 3.01, 3.02, 3.03,
3.04, 6.0 and 6.01 and tender ny witness for cross
exam nati on.

JUDGE DOLAN: Any objections?
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MR. THOMAS: No objection.

JUDGE DOLAN: Okay. CUB Exhibit 3.0, 3.01, 3.02,
3.03, and 3.04 will be admtted into the record and
CUB Exhibit 6.0 and 6.01 will also be admtted into
the record.

(Wher eupon, CUB

Exhi bits Nos. 3.0 and 6.0 were
admtted into evidence as
previously marked on e-docket
of this date.)

JUDGE DOLAN: Let's go off the record for one
second.

(Di scussion off the record.)

MS. SODERNA: 1'm sorry, your Honor, | just
wanted to clarify for the record that the
testinony, although it was initially filed on
behal f of the Citizens Utility Board and the Cook
County State's Attorney's Office, the City of
Chi cago also joined on, | think at the end of
January. So all three organizations are sponsoring
M. Ruback's testinony.

JUDGE DOLAN: Okay, so it's the CCC, CUB?
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MS. SODERNA: Ri ght .
JUDGE DOLAN: Thank you. Proceed.
CROSS EXAM NATI ON
BY
MR. THOMAS:
Q M. Ruback, nmy name is Dale Thomas and [|'|

be cross exam ning you today on behalf of Com Ed.

| apol ogize fromthe outset, but | woke up with a
cold this morning so if I croak a little, hopefully
you' Il understand ny questions.

A | hope you feel better.

Q | understand from what just happened that

you're testifying on behalf of all three entities,
correct?

A Yes.

Q CUB, the State's Attorney's Office and the
City of Chicago. And your direct testinmony says
that you're a principal of a public interest
consulting firm is that correct?

A Yes.

Q And you point out that that firmtestifies

only on behalf of state agencies or offices of
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attorney general's or various public interest

groups.

A And | ocal governments and muni ci pal
utilities.

Q But you never testify on behalf of |arge
I ndustrial customers or utilities, correct?

A | have testified on behalf of municipally
owned utilities.

Q But not industrial owned utilities?

A Ri ght. But not i ndustrial.

Q And you are a |l awyer and an engi neer,
correct?

A Yes.

Q But you are not testifying here as a
| awyer ?

A No.

Q At the outset let me clarify one thing. I n

your direct testimny, you testify that Com Ed

Exhi bit 10.9 denonstrates that about 76 percent of
the total proposed distribution revenue requirement
constitutes revenue from kil owatt hour charted.

But after reviewing M. Heintz' rebuttal
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testinony, do you agree that in fact revenue from
per kil owatt hour charges is |less than 33 percent
of the revenue requirenment?

A Yes, | think that was in ny rebuttal
testimony.

Q Now, in this case you were asked to review
and evaluate Com Ed's proposed rate design to
provi de comments and alternative reconmmendati ons?

A Ri ght.

Q And you make findings and recommendati ons
under two main subject areas. Com Ed's enbedded
cost of service, on the one hand and cl ass revenue
requi rements on the other, correct?

A And included in the class revenue
requi rements are not only the results of the
treatment of distribution demand costs, but al so
the treatment of relative risk differentials.

Q Correct and we'll get into that. Let's see
if we can agree on sone basics before we get to
these matters. The rate design process, at a high
| evel , sets the rates to recover the proportion of

the revenue requirement that is allocated in each
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customer cl ass

A Yes.

total the all owed

, correct?

The class revenue requirenents must

utility as a whol e.

Q Ri ght.

revenue requirements for the

And by cl asses of customers, we

mean groups of customers who have certain connon

cost characteristics and generally take service

under the sane

tariff, correct

?

A Yes, they can be rate signals or

be customer cl

commer ci al and

Q And i ndeed Com Ed,

asses, such as residential,

i ndustri al.

proposed customer classes that

residential, |
custonmers and
custonmers?

A Yes.

Q Wth t
embedded cost

enmbedded cost

arge conmmerci a

small conmmerci al

hat background,

in this case,

cont ai ned

t hey can

has

and i ndustri al

i ndustri al

let's get to Com Ed's

st udy. Now, Com Ed has proposed an

study to determ ne the proportion of

the overall revenue requirenent that

by each cl ass,

correct?

wi ||

be paid
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A Yes.

Q And by enbedded cost study, we mean we're
tal ki ng about actual historical costs at some
particular point in time in the past, correct?

A Yes, historical.

Q And the embedded cost study method used by
Com Ed uses the non-coincident peak method for
al l ocating certain distribution costs, correct?

A Yes, distribution demand costs.

Q And the theory behind this method, crudely
speaking, and | stress crudely, is that the portion
of the system running froma transformer to the
customer prem ses is assumed to be built in size to
serve the peak | oad of the customer class served on
t hat system;, is that correct?

A Yes. Di stribution systems have to be built
to serve the non-coincident demands of the
geographic areas they serve. And that's why they
are allocated on non-coincident demands as opposed
to coincident demands.

Q And it's precisely because the peaks of

those customer classes may occur at times other
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than the peak of the entire systemthat they are

call ed non-coi nci dent peaks?

A That's why they're call ed non-coincident
peaks.
Q And as far as what |'Il roughly call the

transm ssion portion of the jurisdictional network,
which is beyond the transformers, the theory is

t hat that portion of the systemis built in size to
meet the system peak, correct?

A Well, yes, it gets a bit touchy here
dependi ng on how you classify transm ssion and
di stribution. But to the extent that transm ssion
provi des a power supply function, you are correct.

Q And the method that is used in an embedded
cost study for that portion of the jurisdictional
network i s the coincident peak?

A Yes.

Q So now Com Ed's position is that the use of
these two factors, the coincident peak and
non-coi nci dent peak demands in the enmbedded cost
study is appropriate to allocate distribution

demand costs anong the classes for rate design
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pur poses, correct?

A That's what the embedded cost study does.

Q And you recommend that the Comm ssion
shoul d all ocate distribution demand costs based not
only on the coincident and non-coinci dent peaks,
but also on average demand of the customer cl asses;
is that correct?

A Yes. Rates have to be based on cost of
service, non-cost criteria, fairness in equity are
non-cost criteria. | recommend that in order to
consider fairness in equity, that the Comm ssion
consi der an average utilization of the system and
set in class revenue requirenents.

Q And the use of that kind of average demand
in an allocation method is often called the peak
and average method, correct?

A Yes.

Q I n your testimony you characterize the
Conpany's rate design proposals, based upon
coi nci dent peak and non-coincident peaks in the
embedded cost study as, quote, controversial,

unquote, correct?
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A Yes, there may be some confusion about

t hat .
Q That is the word you use, | believe?
A Of course.
Q Now, you admt that you're not basing your

opi ni on about controversial on any anal ysis or
survey of any utility rate design proposals in

Illinois or other states, correct?

A | " m basing my opinion of controversi al
based on --
Q Excuse ne, sir, but if you could answer the

question, if you want to add something after --
MS. SODERNA: Can we have a citation to where
that's stated in the testimny?
MR. THOMAS: In fact, it was a data request
response.
MS. SODERNA: Can you provide that to us?
BY MR. THOMAS:
Q Does that refresh your recollection,
M . Ruback?
A Yes.

Q And so the answer to the question, you did
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not base your opinion about controversial on any

anal ysis or survey of any utility rate design

proposals in Illinois or other states, correct?
A Well, it's my understanding that in

Il'linois, |like other states, rates are based on

cost of service and non-cost of service criteria.
The Conpany's proposal set the class rates of
return at an equal of system average rate of return
is controversial based upon my understandi ng of
I[l1Tinois Iaw and my general experience in rate
design matters, but was not the product of a
specific analysis or study.

MR. THOMAS: If the hearing exam ners pl ease,
bel i eve yesterday when answers were given that
amounted to a speech, and at the end there was
somet hing that sort of approached an answer to the
guestion, you struck the earlier part and | ask
t hat be done.

| mean, |'m happy to show you the
response to the data request, but the statement is
made here, that statement, being his statement, is

not based on any analysis or survey of any utility
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rate design proposals. That's exactly what
asked.

JUDGE HALOULOS: If you could just answer the
question directly and that portion of your answer
t hat was not a yes or no will be stricken fromthe
record.

THE W TNESS: Not a formal analysis, yes.

BY MR. THOMAS:

Q And in your testinony you did not site a
single state regulatory comm ssion that uses the
peak and average method that you advocate for
electric utility delivery services rate design,
isn't that correct?

A That's correct, this is a new issue.

Q And you al so admt that the non-coincident
peak allocation method used by Com Ed is consi stent
with the National Association of Regul atory
Comm ssioners 1992 Electric Utility Cost Allocation
Manual , correct?

A That's in ny direct testimony.

Q And noreover, the Comm ssion previously

approved the sane embedded cost of service
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met hodol ogy used by Com Ed here in Com Ed's two
previ ous delivery services rate case, Dockets

99-0117 and 01-0423; isn't that correct?

A Yes, but there are changed circumstances.
Q And t herefore, your recommended met hodol ogy
differs fromthat approved by the Illinois Commerce

Comm ssion for use by Com Ed in those past due
delivery service rate cases?

A Yes.

Q Now, further, Comm ssion staff has not
proposed any changes in Com Ed's enbedded cost of
service study in this proceeding; isn't that
correct?

A That's ny understandi ng

Q In addition, in the last 5 years, the
Comm ssi on has approved use by the Ameren Electric
Conpani es of substantially the same non-coi nci dent
peak met hodol ogy that is in Com Ed' s enbedded cost
of survey study; isn't that correct?

A | don't know the answer to that question,
sir.

Q So that in preparing your testinony for
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this proceedi ng, you didn't

not that same non-coi nci dent

deter m ne whet her or

used and approved in this state for Ameren

conpani es, correct?

A | | ooked at

one of

Com Ed's previous

deci sions and |I concluded there were changed

circumstances in this post
the mandatory transition period and that

reason for my recommendati on,

testi nony.

restructuring or

Q Well, would you accept,

subject to

that in fact the Ameren conpani es used a

non- coi nci dent peak embedded cost

peak met hodol ogy was

end of

was the

check,

t hat was approved by this Comm ssion in several

cases since the year

A Yes, but | don't

restructuring.

20007

know if

Q Well, would you accept,

MS. SODERNA: | have to object.

the scope of his testinony.

MR. THOMAS: Wel |,

didn't take account

al

of .

" mexploring is what

can,

t hey were

bot h

along with my direct

met hodol ogy and

subject to check --

if counsel

want s,

This is beyond

he
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show you some of those opinions, but I just --

MS. SODERNA: Well, he's testified to what he did
exam ne, whether it's analyses or whether it's
based on his experience.

JUDGE HALOULOS: Sust ai ned.

BY MR. THOMAS

Q Now, | believe you just suggested and
certainly you suggest in your testinony, that this
is a case of first inpression for the Conm ssion.
And | think in your testinmony you said because only
the distribution of customer function are included
in the cost of service study; is that correct?

A Yes, involving the residential class and
t he post restructuring period.

Q But the fact is that the two previous cases
in which the Comm ssion approved the coincident
peak and non-coi nci dent peak met hodol ogy used by
Com Ed here, were distribution service tariff rate
cases, correct?

A Yes, but they didn't involve the
residential class and they were not post

restructuring.
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Q And this proceeding is a distribution
tariff rate case, correct?

A Yes, post restructuring

Q And when you say they didn't involve the
residential class, there were distribution service
tariffs established for residential customers who
m ght go to a competitive carrier or a conpetitive
supplier?

A There may have been, but it's ny
under st andi ng there was no service under those
tariffs.

Q You have not testified, have you,

M. Ruback, that the way in which Com Ed pl ans for
and constructs its delivery service network is any
different now than it was then?

A You' || repeat that a bit slower, please?

Q You have not testified, have you that the
way in which Com Ed plans for and constructs its
delivery service network is different now than it
was then?

A No, it's not.

Q Now you al so suggest your proposed
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met hodol ogy would be nore fair; is that correct?

A Yes, | think fairness belongs in rate
design and | think consideration of annual
utilization of the distribution systemis fair.

Q And you're testifying here on behalf of
CUB, the State's Attorney's Office and the City of
Chi cago, who see thenmselves as representing
residential customers in this proceeding, correct?

A Correct.

Q M. Ruback, do you agree that the effect of
your reconmmended cost allocation methodol ogy woul d
to shift distribution relateded costs away from t he
residential class?

A Yes.

Q Have you read the testinony of M. Chalfant
in this case?

A Yes | have.

Q And he is testifying on behal f of
i ndustrial customers, is he not?

A Yes, he is.

Q And woul d you agree that the cost

all ocati on met hodol ogy that he supports, which
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reflects the use of a concept of a m nimum

di stribution system would shift costs toward a
residential class and away from i ndustri al
customers?

A Yes, and appropriately so.

Q So that the enbedded cost of service
met hodol ogy used by Com Ed here arrives at a
di stribution of costs for customers cl asses
somewhere bet ween your recomended met hodol ogy and
M. Chal fant's met hodol ogy, correct?

A No, | think M. Chalfant's methodol ogy is
I nappropriate and incorrect.

Q That was not my question. My question is
you' ve al ready agreed that both -- each respective
study shifts costs away fromthe groups you're
representing. M only point is that Com Ed
met hodol ogy has a result somewhere in between those
two met hodol ogies; isn't that correct?

A Arithmetically, but the industrial method
IS not appropriate and the method that [|'m
recommendi ng post restructuring is appropriate.

Q Let's turn to your other main
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recommendati on, class revenue requirements. Now
Com Ed has proposed setting the distribution
interclass revenue requirenment based upon equa
class rates of return for proposed rates, correct?

A Yes.

Q And your position is equal class rates of
return are not an appropriate basis to set retail
di stribution rates for a nmonopoly service, correct?

A Yes.

Q And thus you recommend establishing a | ower
target rate of return for residential and
governmental customers by recognizing class risk
differentials; isn't that correct?

A Yes.

Q And in fact, you recomend that the
comm ssion set the residential index rate of return
at 97.5 percent of the system average; isn't that
correct?

A Yes, and | testified that was judgmental.
And if the Comm ssion accepted my class risk
differential argument, that the Comm ssion has

discretion to exercise its own judgnment and set a
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different target rate of return for the purpose of
cal cul ating class revenue requirements.

Q That's right. You did not identify in your
testi nony any study or analysis which quantified
what you claim, that the | ower risk differential
|l evel for the residential class?

A You cannot, it's a matter of fairness. You
can't take fairness and quantify it.

Q In fact, in your rebuttal testimony you
state that, quote, industry analysts have been
unable to quantify class risk differentials; isn't
t hat correct?

A That's because it's a non-cost criteria.

Q And in your filed witten testimny you
al so do not cite to any state regulatory conm ssion
that's accepted and used your estimate of a

residential class risk differential in setting

class revenue all ocations for electric utilities,
correct?
A | have testified in two cases in Georgia

i nvol ving Georgia Power and Savannah El ectric

Conpany, both those included a class risk

1204



10

11

12

13

14

15

16

17

18

19

20

21

22

differential issue, both cases were settled
Q So the answer to my question is, yes, you
do not cite to any state regulatory conm ssion that
has accepted and used your class risk differential
in setting class revenue allocations for electric
utility?
A | don't know what the consi derations were
in the settlements.
Q That's not what | asked. | asked whet her
anywhere in your testinony.
A Now | understand. The answer is yes, there
are no sites in my testinony.
MR. THOMAS: | have no further questions.
JUDGE DOLAN: Mr. Robertson, are you ready?
MR. ROBERTSON: | have no cross.
JUDGE DOLAN: Any redirect?
MS. SODERNA: Can | just have one second.
REDI RECT EXAM NATI ON
BY
MS. SODERNA:
Q M. Ruback, M. Thomas asked you about your

famliarity with other Illinois utility cases in
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whi ch peak average met hodol ogy was adopted. Are
you aware of any utilities, other than electric,
t hat have adopted -- where the Comm ssion has
adopt ed peak and average met hodol ogy?

A Yes, and | think this is inmportant. The
Comm ssi on has adopted a peak and average
met hodol ogy in gas cases. Post restructuring, Com
Ed is going to look |ike a gas conpany, that is an
LDC di stributes gas or energy to its customers.
Com Ed will distribution only, only distribute
energy to it customers. If the peak and average
method is fair for gas utilities, it should be fair
for electric utilities al so.

Q And are there any changed circunmstances in
this case, changed in reference to the prior two
DST cases that would warrant the Comm ssion taking

a different | ook at rate design?

A As |'ve testified, there are two. One is
these rates will be effective post restructuring
and two, these rates will apply to the residenti al
class and will be used.

MS. SODERNA: Thank you, no further redirect.
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MR. THOMAS: | have some recross
RECROSS EXAM NATI ON
BY
MR. THOMAS:
Q M . Ruback, on redirect you tal ked about
the fact that the gas cases have used a peak and

average met hod, correct?

A Yes.
Q And in fact, the Comm ssion has approved a
peak and average nmethod for gas utilities since at

| east 1995; isn't that correct?

A For the distribution function, that's ny
under st andi ng.

Q But as we've seen, there have been numerous
electric delivery services rate cases since 1995;
Isn't that true?

A | assume so.

Q And the Comm ssion has not adopted the peak
and average method in any one of those electric
delivery services rate cases; isn't that true?

A Yes, but there are changed circunstances

here, as | explained in ny redirect. ComEd is now
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an electric distribution only company. And the gas
utilities only provide distribution only services.
Until Com Ed becones a distribution only utility,
the Comm ssion may have been right in the past, but
once it becones a distribution only utility, the
peak and average shoul d apply.

MR. THOMAS: | have no further questions.

JUDGE DOLAN: Thank you. Any other questions?

MS. SODERNA: No.

JUDGE DOLAN: All right, thank you, M. Ruback.

(Wtness excused. )

JUDGE DOLAN: Looks |ike next we have M. Bodner.

MR. JOLLY: The Citizens Utility Board, the Cook
County State's Attorneys Office and the City of
Chi cago called M. Bodmer.

(Wtness sworn. )

MR. JOLLY: As | understand, we are doing the
stream i ned?

JUDGE DOLAN: Yes.

MR. JOLLY: M. Bodnmer has prepared two documents
for subm ssion in this proceeding. He presented

his direct testimny which is CUB/ CCSAO/ City of
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Chi cago Exhibit 1.0. There have been two errata's
submtted with respect to that testi mony.

The first was submtted on March 15th
and the second was submtted yesterday. | have put
copi es of the second errata on the chair there. I
think there were copies delivered to the ALJ's, do
you have that?

JUDGE DOLAN: Yes, we did get those

MR. JOLLY: And attached to his direct testinmony,
Exhibit 1.0 are five exhibits, 1.01, through 1.05.
And then in addition M. Bodnmer prepared rebuttal
testi nony that has been identified as
CUB/ CCSAO/ City of Chicago Exhibit 4.0 and there was
an errata submtted with that on March 15th, 2006.

They are both -- there is one exhibit
attached to that piece of testimony. The rebuttal
testinony, the testinony itself contains sonme
confidential information. So there is both a
public and a confidential version.

JUDGE DOLAN: Of 4.07?
MR. JOLLY: Of 4.0.

JUDGE DOLAN: And then 4.01 is public?
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MR. JOLLY: It's public. And I would nmove for
t he adm ssion of CUB/ CCSAO/City Exhibit 1.0 and
then 1.01 through 1.05, and CUB/ CCSAO/ City
Exhibit 4.0 and 4.01 and tender M. Bodmer for
Cross exam nati on.

JUDGE DOLAN: Any objections?

MR. RIPPI E: No, your Honor.

JUDGE DOLAN: Then CUB Exhibit 1.0 will be
admtted into the record, CUB -- | should say CUB
Cook County and City 1.0 will be admtted in the
record, CUB, Cook County and City 1.01, 1.02, 1.03,
1.04, 1.05 will be admtted into evidence. CUB,
Cook County and City 4.0 public will be admtted
into the record. CUB Cook County and City of
Chicago 4.0 confidential will be admtted into the
record and CUB Cook County and City of Chicago 4.01
will be admtted into the record.

(Wher eupon, CUB/ CCSAO/ City of

Chi cago Exhibits Nos. 1.0 and 4.0
were admtted into evidence as
previously marked on e-docket

of this date.)
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JUDGE DOLAN: Counsels, are we planning on going
over any of the confidential information contained
in his testinmny?

MR. FOSCO: Staff doesn't.

MR. RIPPIE: | don't think so.

JUDGE DOLAN: Okay. Well, if we run into that,
pl ease |l et us know. All right, proceed.

EDWARD BODMER,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

CROSS EXAM NATI ON

BY
MR. FEELEY:
Q 11 go first. Good morni ng, M. Bodnmer,
my name i s John Feeley and | represent staff. I

have a few short questions for you and then
M. Fosco who al so represents staff has sone
guestions for you.
If I could direct your attention to your
Exhi bit 4.0, Page 33, Line 1023 through 1025.
A Yes, | see that.

Q On those lines, you refer to forward

1211



10

11

12

13

14

15

16

17

18

19

20

21

22

di vi dend pay out ratios, correct.

A Yes.

Q Is it true that the source of the data for
those forward dividend payout ratios is the Yahoo
finance website?

A Yes, it is.

Q And those forward dividend payout ratios
are conmputed from the forward one-year dividend per
share divided by the forward one-year earnings per
share, each from the Yahoo finance website?

A That's correct.

Q And regarding the Yahoo finance forward
one-year earnings per share estimte that you used
In your analysis, does each Yahoo finance forward
one-year earnings per share estimte represent the

average of multiple analysts estimtes?

A | believe it does, yes.

Q It does?

A Yes.

MR. FEELEY: That's all | have, now M. Fosco has

sonme questions for you. Thank you.
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CROSS EXAM NATI ON

BY
MR. FOSCO:
Q Good morning, M. Bodmer, my name is Carnen
Fosco, | have just a few questions. Could you turn

to Page 23 of your direct testinony.

A Yes.
Q And could you possibly speak closer to the
m ke, | think it m ght help the court reporter. On

Line 683, or actually 682 and 683, you state that
in Com Ed's proposed rate return calculation the
Conpany makes an adjustment that increases its
equity by 292 mllion. Do you see that?

A Yes, | do.

Q And | just want to kind of clarify your
under st andi ng, when you're saying it's been
i ncreased, are you saying it's been increased from
the values as stated in its bal ance sheet or
increased from what it should be?

A It's increased fromthe anmount it should
be, not the anmount on its bal ance sheet. It's

i ncreased from the amount that would occur had all
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the good will correctly been taken off of the

bal ance sheet

Q And then | ater on that same page at Line 68
to 689 you state, when all is said and done, Com
Ed' s adjustnent | eaves nore than 2.4 billion on Com

Ed' s bal ance sheet as shown on the table below do
you see that?

A Yes.

Q And is the reference to 2.4 billion, is

t hat basically your taking goodw || of 4,696

mllion (sic) and subtracting the adjustment of 2
mllion -- I"msorry, 2,292 mllion (sic)?

A Yes.

Q | f we could go to the table that starts on
the top of the next page. If | understand your

not ati ons, you obtained the numbers in this table
from Com Ed's 10Q; is that correct?

A That's correct.

MR. FOSCO: Your Honor, nmay we approach the
wi tness? Your Honor, | would mark this document as
| CC Staff Cross Exhibit 8, it's excerpts from Com

Ed's 10Q for the period ending June 30, 2005. It's
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basically the table of contents and then the
financial statenments found at Pages 11 through 15
of that 10Q.
BY MR. FOSCO:
Q M. Bodmer, do you recognize the sheets in
t his docunment?
JUDGE DOLAN: Mr. Fosco, do you have any copies
that we could | ook at?
MR. FOSCO:. |'m sorry, your Honor, it was
especially intended for you.
(Wher eupon, | CC Staff
Cross Exhibit No. 8 was
mar ked for identification
as of this date.)
BY MR. FOSCO:
Q | believe you just answered that you were
famliar with that document?
A Yes.
Q And was this the 10Q report -- not the
paper | handed you, but is this the same 10Q report
t hat you used to prepare your table?

A It appears to be, yes.
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Q And | just wanted to basically, the only
guestions | have is just a few, is to understand
where these numbers came from  And you start
out -- well, et me ask you sone questions about
the title just so we're clear what you're doing.

The caption says or the top says,
Capitalization Ratios Wth and W thout Goodwill and
Exel on Hol di ng Conpany Debt . "' mnot clear what
the reference to the Exel on Hol di ng Conpany Debt
means. | guess you're saying this doesn't make the
adj ustments that you propose later in your
testinony for debt that Exelon issued to fund a
pension contribution, is that what you mean?

A That i s what | mean, yes.

Q And your cal cul ati ons show vari ous capital
structures with and wi thout goodw Il; is that
right?

A Yes, they do.

Q Under without goodwill adjustment at the
top, and we'll just stick with June 30, 2005, you
state that the debt balance on Com Ed's SEC 10Q and

t he amount shown is 4,623 mllion, correct? In
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your tabl e.

A Yes.

Q And am | correct that if you were to turn
to Page 14, nunbered on the bottom 14, of the 10Q
t hat that amount is derived by adding the 272
mllion for long term debt due within one year, the
300 mllion for long term debt to Com Ed
transitional funding trust due within one year, the
2,839 mllion for long term debt shown a little bit

further down, plus the next two |ong term debt

items, long term debt to Com Ed, transitional
funding trust of 851 mllion, and |l ong term debt
due to other financing trusts of 361 mllion, that,

if I did the math right, give you the 4,623
mllion?

A Very good, yes.

Q And then you have an adjustment for
unanorti zed debt adjustments of 235 mllion. Does
that come from the bal ance sheets or did you just
take that nunber from something Com Ed had
present ed?

A | believe | took that from Com Ed's
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schedul es.

Q And is what that amount does is adjust for
the anortization of the difference between howit's
presented on the balance sheet and what is
ot herwi se determ ned to be appropriate for rate

setting purposes?

A Yes. | attenmpted to be consistent with Com
Ed's presentation for all items, except for the
goodwill. So Com Ed had made that adjustment and I
just -- | just adopted the same thing for purposes

of this schedul e.

Q And then that gives you the net, that
out standing of 4,388 mllion?

A Correct.

Q |*'m not going to mark this as an exhibit,
but I'"m going to pass out a copy of the Com Ed
Exhibit 4.71 which is part of M. Mtchell's
testinony, | assume it will be entered |ater.

And then if you could refer to Page 1 of
2 of Com Ed Exhibit 7.1 on Line No. 2 is an amunt
for long term debt and it's 4,388,487. And |

assume that's the nunber that corresponds to your
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4,388 milli
A Yes
Q And

capital --

your chart,

on?
, 1t does.
then you are showi ng the total
well, you're showi ng total capital on

again, for June 30, 2005, with goodwi ||

of 11,875 mllion, correct?
A Correct.
Q And then if you go down further, you show

adj ust ment s
you show a

Let's -- on

, what you' ve | abeled Com Ed testi mony,
Com Ed adjustnment -- well, strike that.

your chart for common equity on SEC

10Q, your amount is 7,487 mllion, correct?

A Yes.

Q And

that comes directly fromthe bal ance

sheet on the 10Q; is that correct?

A That's correct.

Q And

on the same page we were on before, it

has the next to the | ast nunber on the bottom of

Page 147
A Yes.
Q Get

show under

ting back to where | was, you didn't

the colum, Com Ed testimony, you show
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the equity bal ance we just discussed, 7,487
mllion, less a Com Ed adjustnment of 2,292 mllion,
correct?

A Correct.

Q And then you come to an adjusted equity of
5,195 mllion, that's shown in Com Ed's testinony.
And am | correct that that, then, corresponds to

the 5,194,000 on Page 1 of 2 of Com Ed Exhibit 7.17

A You are correct, yes.

Q And then on the other side, | assume you're
showi ng what is your adjustment, it is without
goodwi I, and you are deducting 4,696?

A That's correct.

Q And | believe you' ve got that number from

t he same bal ance sheet we've been | ooking at under
t he page containing the asset listing, which is

Page 13. There is an anount there that says

goodwi || 4,696, correct?
Q And that's the same number you used?
A Yes.

Q And the goodwill that is shown on this

bal ance sheet, is it your testinony that that all
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relates to the merger, the accounting related to
t he merger transaction, the PECO Unicont?

A | believe if not all, virtually all would
be related to that transaction. They m ght have
some m nor goodwi Il adjustments for some other

acqui sitions, yes.

Q Well, you testified that goodwi |l only
arises from an acquisition; is that correct?

A That's correct, yes.

Q And then | just want to make sure |

under st and your testimony. What you're showi ng us

in this chart is that -- well, let's backup just

one nore little bit, let's go over the bal ance

sheet once more. Bal ance sheet gives us assets

less liabilities equals sharehol der's equity,
correct?
A That's one way to make the bal ance sheet

bal ance, yes.

Q And | think we've just shown where the
numbers for Com Ed's capital structures that are
proposed cone directly fromthis bal ance sheet,

correct?
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A That is correct, yes.

Q And that capital structure includes the
goodwi I I that we've discussed, correct?

A It does.

Q And | think what you're showing us on this

chart is that Com Ed's adjustment effectively backs

out 2,292 mllion of that goodwi |l adjustment, but
| eaves approximately -- well, 2,404 mllion?
A Yes, that's precisely correct.

MR. FOSCO: That's the end of my questions, thank
you very much.
THE W TNESS: Thank you.
MR. FOSCO: Your Honor, | guess | would nove for
adm ssion of Staff Cross Exhibit 8.
JUDGE DOLAN: Any objection?
MR. JOLLY: No.
JUDGE DOLAN: | CC Staff Cross Exhibit 8.0 will be
admtted into the record.
(Wher eupon, | CC sStaff Cross
Exhibit No. 8 was
admtted into evidence as

of this date.)
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MR. FOSCO: Thank you.

JUDGE DOLAN: M. Rippie.
CROSS EXAM NATI ON
BY
MR. RI PPI E:

Q Good morning, M. Bodmer.

A Good norning.

Q We've met a few times before in our lives,
so I'll skip the formal introductions. Let's
begin, if I can, with sonme general principles that

| hope we can all agree on.

W Il you agree with me that a proper
rate of return for a regulated utility is one that
IS commensurate with the returns on investments on

ot her enterprises having corresponding risks?

A Yes, | woul d.
Q And woul d you agree that a proper rate of
return for a regulated utility is one that is

sufficient to assure confidence in its financial
soundness?
A | n general, yes.

Q Woul d you agree that a proper rate of
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return for Com Ed is one that is sufficient to
assure confidence in its financial soundness?

A The confidence in its financial soundness
Is not quite as direct and clear as the earlier
gquestion you made about conparable risks, which is
absolutely an established principle that confidence
in financial soundness is obviously subject to
definition and debate, unlike the first question
you asked.

Q Appropriately defined you would agree with
t he principle?

A Yes.

Q Woul d you agree that a proper rate of
return for a regulated utility is one that respects
its ability to attract capital at reasonable and
conpetitive rates?

A Yes.

Q And woul d you also agree that if a utility
is forced bel ow i nvestment grade, at a mninmum it
will be unable to attract capital at reasonable and
conpetitive rates?

A No.
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Q

t hat
put t
capit

A

Woul d you agree that

ri sk pushing a utility bel ow i nvest nent

hat util

al at reasonable and conpetitive rates?

ity at risk of being unable to

" m not trying to bicker, but that r

Is such a function of the | everage deci sions

utili

what

ty, as well as regulatory actions, that

makes me reluctant to answer that quest

And in addition, | |look at a | ot

bel ow i nvest ment grade transactions, clearly

regul atory actions

grade

attract

eal ly
of the
that's
I on.

of

conpani es can attract capital in kind of a double B

pl us
Q

t hat

grade

A

|l evel .

s it

attracti

your testimony to this Comm ss

i on

ng capital at those subinvestment

rates are reasonable for a utility?

It would definitely depend on the context.

If Com Ed nmade a decision to | everage itself

90 percent

advant age of

and consciously decided to take

up to

t he tax deducti ons and ot her benefits

associated with that |evel of |everage, it

definitely m ght be reasonabl e.

Q

el |,

let's assume the reality that

Com Ed
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continues to behave in the way that M. M tchel
descri bes his capitalization policy. Wth that
assumption, would you tell this Comm ssion that
acquiring capital at subinvestment grade rates is
reasonabl e?

A There is clearly a demarcation in the cost
of borrowi ng between triple B and a double B |evel.
And | would agree that there is a | arge increase in

the cost of new borrowers, of new borrowi ngs when

you fall to that level. Obviously we have had the
second |l argest utility in Illinois, Illinois Power,
bei ng subi nvestment grade up until the acquisition

of Ameren.

Q So is the answer to my question that it is
reasonable or that it isn't?

A | didn't directly answer your question and
| "' m apol ogi zing for that, because the definition of
reasonable, it mght be. | am acknow edging,

t hough, and I"'mtrying to be as forthright as
possi ble, and saying | totally would agree that it
is far more expensive and that is the bond rating

where the incremental cost of debt increases
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significantly.

Q "1l try a sinpler one and then we'll nove
on. Would you agree that a conpany's cost of
equity and debt are each determ ned by the
requi rements of its investors in that equity and
debt?

A Well, the cost of debt would be the
hi storic investors, so if you had an issue that was
i ssued - -

Q "1l grant you that. In the case of debt
bei ng historic investors, with that qualification,
you will agree with nmy statement?

A That's the theory, yes.

Q That's the fact, isn't it?

A Measurement is the whole reason |I'm here,
but, yes.

Q So when Mr. Mtchell says that the costs of
t he various conmponents of a utilities capital
structure are determ ned by the capital market
based on the financial characteristics of the
utility and the components of the capital

structure, you would agree with that statenent,
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right?

A Again, the cost of equity, except, and
that's why | made such a big point of it in this
case, generally is an unobservable nunmber. We have
a unique situation in this case where we can --

Q "' m not asking about cost of measurenment,
" m not asking about measurenment, it's a real
si mpl e questi on. M. Mtchell testified that the
costs of the various conmponents of a utility's
capital structure are determ ned by the capital
mar ket s based on the financial characteristics of

the utility and the component of the capital

structure. That is a true statement, isn't it?
A That's a reasonabl e statement, yes.
Q Now, in the capital markets, investors have

a variety of options that they can choose to take
advant age of, right?

A Yes.

Q They can invest in new debt issue, they can
i nvest in existing debt issue, they can invest in
equity and a variety of intermediate investnents,

true?
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A True.

Q And the equity capital markets are at | east
national and in many cases international, true?

A Correct.

Q Debts market as well, at |east national, in

some cases i nternational ?

A Yes.
Q Are you famliar with the sets of sanple
conpani es chosen and used by staff, 11 EC and Com Ed

wi tnesses in their analyses of the cost of equity
of Com Ed?

A | believe the Il EC used the same sanmpl e as
ComEd, sol'mfamliar with those two sanpl es,
yes.

Q And the menbers of those sanples are
utilities with operations all over the country,
right, or utility holding compani es?

A Yes.

Q Equity investors in Comonweal th Edi son
have the option to also invest in equity of those
conmpani es, correct?

A They do.
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Q Now, your recommendation is that the

Commi ssion find that Com Ed's cost of equity is

7.75 percent per year; is that correct?

A | don't know why you said per year, but |
do -- | reconmmended 7.75, yes.

Q Well, | hope it's not per decade

A On an annual basis, anyway.

Q That's 325 basis points |ower than Com Ed' s

recommend, 244 below staffs and 215 below || EC s;
is that correct.
A | accept that, subject to check, yes.

Q | actually triple checked my math today.

Is it also true that you are aware of no decision

of this Comm ssion, at |east since 1/1 of '04,
awardi ng any electric utility a return on equity

t hat | ow?

A | am not aware of this Conm ssion, that's
correct.

Q And in fact, you are not aware of this
Comm ssion awarding an electric utility a cost of

equity within 150 basis points of that number, ar

you?

e
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Since 1/1/04? No, |'m not.
Same is true for gas utilities, right?
| didn't study the issue.

You're not aware of any?

> O > O >

" m not aware of any.

Q M. Bodner, |'ve showed you a copy of a
document that's been marked Com Ed Exhibit 38.1
that's attached to Dr. Hadaway's testinmny. You've
seen that before, right?

A | have, yes.

Q | call it a mountain chart. I s that an
acceptable name for it?

A Yes.

Q And that chart depicts Dr. Hadaway's survey
of 2004 through 2005 approved ROE's. Does it also
accurately depict the ROE's that you are proposing?

A Yes.

Q | understand you were in Switzerland | ast
week, maybe skiing?

A No.

Q Not skiing, just in Switzerl and. ls it

fair to say your ROE' s kind of got left at the
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chal et ?

A No, it's fair to say that my ROE's
consistent with three of the most prom nent
I nvest ment banks and | was working on investnment
banking in Switzerl and.

Q Now, | asked you in a data request or Com
Ed asked you in a data request, to identify
anywhere in the United States where there was an
ROE's awarded that was anything like this. And in
fact, after what | presumed to be a diligent
search, you came up with exactly one case, right?

A | wouldn't call it a diligent search. |
came across one case frommy client.

Q Well, you came across a 2003 West Virginia
wat er conpany, right?

A | woul d have to check the date, | thought
t he date was different than that.

Q Well, the order m ght be in early "04, but
it's a 2003 filing, it's West Virginia Docket
No. 03-0353, W42 T, correct?

A | think the order was in 2004, yes.

Q That case was appeal ed, wasn't it?
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A | was told that it was appeal ed, yes.

Q Woul d you agree with me that during the
course of the appeal it was settled in the course
of the 2004 filing, with a rate of return,
dependi ng upon how cal cul ated, between 9 and
9.8 percent?

A ' m not aware of that.

Q One way or the other, you're not aware one
way or the other?

A ' m not aware one way or the other.

Q Now, as | understand your reconmmendati on,
it's that the total cost of capital for Com Ed be
set at 6.7 percent per year, right? 7.9, sorry.

A Yes.

Q That's 215 basis points below Com Ed's
recommendati on, right?

A Again, it's --

Q Subj ect to check?

A Yes.

Q You are not aware of any decision of this
Commi ssion in the last 5 years awardi ng an el ectric

utility an ROR anywhere near this |level, are you?
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A Again, | would have to research that.

Q You are not aware of one?

A | am not aware

Q Since you told me, you also didn't | ook

into it, right?

A | didn't believe it was relevant,
absol utely.

Q You are also not aware of any electric
di stribution or integrated electric utility
anywhere in the United States being awarded an
ROE's |ike that since 2004, are you?

A Again, | explained in ny rebuttal testinmony
why | believe that's an inappropriate standard, and
l'"mcertainly not aware of any situation |ike that,
no.

Q It is your position, is it not, that the
return on equity proposed by the staff of this

Comm ssion, is unreasonabl e?

A Based on review --
Q It's a yes or no question.
A Yes.

MR. JOLLY: | think we've set a precedent here
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mand M. Thomas articul ated that the other day,
that witnesses will be allowed to el aborate on
their answers, and | think all w tnesses should be
afforded the sanme opportunity that Com Ed wi tnesses
have been afforded.

MR. RIPPIE: I"'msorry, | just didn't think that

t hat question required an el aboration, whatsoever.

MR. JOLLY: Well, | think again in response to --

JUDGE DOLAN: Mr. Jolly, | believe, though, also
with M. Thomas, it was -- he had to answer the yes
or no, and then he was -- he could el aborate at

that point. So I think that's where we left it.
MR. JOLLY: Okay, thank you.
BY MR. RI PPI E:
Q Did you want to -- your answer was that it
I's your position that staff's ROE i s unreasonabl e?
A It is, yes.
Q And the sanme is true of the return on
equity proposed by I1EC?
A Absolutely. And it is in Iight of the
information that's available fromthe invest ment

banks and in |ight of the market to book ratios
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t hat are observed in the industry. They are
entirely inconsistent with the sorts of returns

shown on your chart, yes.

Q |'m going to nowtry to rip through a bunch
of DR's for a few mnutes, and I'lIl try to go as
fast as | can. "1l touch on a variety of topics

You testified at several places in both

your direct and rebuttal concerning changes in
i ncome tax rates that have occurred since Com Ed's,
at least '01 delivery case, do you recall that
testi nony?

A Yes, | do.

Q It is correct, however, that you have done
no study of whether, and if so, how much there was
a change in the dividend rate or stock price of

ot her companies in response to the change in tax

rates?
A That's not correct. Since the data
request, in fact just the other day, | took a | ook

at the price to earnings ratios before the May 2003
change in the tax rate, inmmediately subsequent to

that rate, and noticed --
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Q | just asked if you did a study. | didn't
ask you what the results were, | asked you whet her
you did one, you've now told me that you did one
after the data request?

A Yes.

Q Did you supplement the data request

response?
A No, | literally | ooked at this yesterday.
Q The data request response you gave us

i ndi cated that you had done no such study?

A That's correct.

Q And you have turned no such study over to
Com Ed?

A That's correct.

Q Is it also true that you believe -- that

you do not believe that the only reason that a
utility's stock may trade at a nultiple of its book
value is that it is earning an excessive return?

A | think my response to that data request
was that the overwhel m ng reason for observation of
a market to book ratio is different to one or the

observation of variants in the market to book
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ratio, is the earned return.

And that's really such a fundament al
f oundati on of finance. \When these things -- when
you start divorcing the earned return fromthe
mar ket val ue, you start to see bubbles. In fact,
there is a lot of discussion that the bubble in the
stock prices that occur around the year 2000 was
preci sely because the market values didn't reflect
the earned returns, the return potentials.

So, in answer to that data request |
enphasi zed that the overwhel m ng reason for
variants in the market to book ratio is the earned
return on capital.

Q We're going to have to take a little nore
time. In your answer, you indicated that it was
not the only reason; is that correct?

A Yes.

Q You suggested, further, that you thought
there was an R squared of .79, correct?

A There, yes.

Q Now, if a utility holding conpany gets its

returns from numerous sources, other than the
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utility, right, it can? |If you want me to
personal i ze, make it nore concrete?

A Sur e.

Q Exel on gets its returns froma | ot of
sources other than Com Ed, right?

A It gets its returns from three sources, it
gets its returns from PECO, from Com Ed and from
essentially the assets that were formerly owned by

PECO and Com Ed, yes, and Exel on Gen.

Q And ot her assets in Exelon Gen?

A Not many, but sone, yes.

Q Clinton?

A Yes, formerly regul at ed.

Q Texas?

A There are some, two small combined cycle
pl ans or combustion turbine plants. But | | ooked

at the income generation from the Texas plants
whi ch were very m nor.

Q Al'l the portfolios of owned contracts? You
can say yes, it's okay

A Okay.

Q The .79 R squared is the holding company

1239



10

11

12

13

14

15

16

17

18

19

20

21

22

return, not ComEd's, right, or a utility hol ding?

A Certainly. For Nicor it would be for the
hol di ng company, yes, absolutely.

Q Now, at | believe one, two, three places in
your testinony, you quote Seth Arm tage, right?

A | gquote him yes.

Q And the reason you quote himis because you
think he's a reliable source and that you relied on
what he wrote in the course of devel oping your
opinion, right?

A Not really. | read his materials and in
particul ar the excerpts that | read | agreed with.

Q Thought they were --

A | thought they stated the facts correctly,
yes.

Q Now, at Lines 136 -- |'m sorry, 163
t hrough 164 of your direct testimony you state that
you use information fromreports presented as part
of the PS & G transaction to describe the cost of
equity. Have | quoted you correctly?

A ' m sorry, what was the |ine nunber again?

Q 163 to 164 of Exhibit 1, corrected.
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A Yes.

Q And at Lines 123 to 124, you confirm that
t hat, quote, analysis, is different fromthe nore
typical theoretical cost of capital testinmny
presented in rate increase proceedi ngs. Have |
quoted you correctly, again?

A It is a direct representation of the cost
of capital, yes, that's absolutely correct.

Q Which is different fromthe type typically
presented, right?

A Which is an indirect inferred nunmber, yes.

Q Now, let's talk about where you get your
numbers from Wuld you agree with nme that none of
the investment banks in question, Morgan Stanl ey,
J.P. Morgan, and Lehman Brothers was retained to
calculate a regulatory ROE's for Com Ed under
ei ther constitutional or Illinois standards

applicable to such a proceedi ng?

A No, absolutely no not.
Q It's your testinony that Lehman Brothers,
J.P. Morgan, and Com Ed, -- sorry, Lehman Brothers,

J.P. Morgan or Morgan Stanley were retained to
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devel op an ROE for the purpose of the Conmerce
Commi ssion setting Com Ed's rate, is that vyour
testimony?

A |'m sorry, the word retained, thank you for
clarifying that. | wanted to make absolutely clear
that your very first question to ne, which defined
the cost of equity as the opportunity cost for
i nvestments was simlar risk is precisely the sane
equity discount rate used by Morgan Stanl ey.

Q | don't want to have any m sunderstandi ng
about ny question, okay. My question is, none of
the three investment banks in question were
retained to devel op an ROE's for use by this
Comm ssion in a proceeding like this, correct?

A Absol utely, it was not for this proceeding.
It wouldn't have been 300 basis points |lower than
Dr. Hadaway's recommendati on, obviously, if it was
for the purpose of this proceeding, absolutely,
correct.

A Now, you particularly call out at Lines 184
and 186, Morgan Stanley, right.

A Yes, | do.
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Q Who is Morgan Stanley's client?

A | believe it was your nmerger partner, |
believe it was PSEG

Q Mor gan Stanl ey was not an agent of either
Com Ed or Exelon, is it?

A Ri ght now, you are effectively merged, but
at that point in time it was retained by PSEG?

Q Now, do you know whether -- strike that.

Do you know whether it is the opinion of

any of the three investment banks in question
whet her it is appropriate to use their opinion for
t he purpose that you propose to use? Remenber ny
gquestion is, do you know.

A Yes, | think I do. | reviewed a letter
t hat was attached to Dr. Hadaway's testinony where
Lehman Brothers acknow edged that their cost of
capital is 300 basis points below the regul atory
ROE. So based on that letter, the answer to your
guestion is yes.

Q Your understanding is that they disagree
with your use of their work, or at |east Lehman

Br ot hers does?
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A | assumed the same request and the same
di scussion went to J.P. Morgan, at |east because
they are also retained by you. And | read the
| etter and the letter was not very convincing. The
only convincing part of that letter was the
300- basis point differential, which was presumably
finally cleared up.

Q So the answer to my question, they don't
agree, right?

A The answer to your question, they are a
| arge client of Exelon and Com Ed, being paid
mllions of dollars by the Conpany and they made
sonme very general wunconvincing statements in the
|l etter that they don't agree, yes.

Q We'll talk about the substance of the
|l etter, perhaps, later, but |I'mnow asking you, |I'm
not sure there is such a things as a motion to
strike cynicism so I'll ask you one |last tine,
t hey don't agree with your use of their work
product, right?

MR. JOLLY: | object, | think that's asked and

answer ed. And his |last answer M. Bodnmer stated
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was that Lehman Brothers did not agree.

MR. RIPPIE: Wth that stipulation, 1'lIl take it
as answer ed.
BY MR. RI PPI E:

Q Com Ed in this case presented a set of cost
of capital studies, right? That's an easy one.

A Yes.

Q So did staff, yes?

A Yes. None of which directly represented
I nvest ment or invest -- that's true.
Q l"mtrying to stick to my hour here, they

presented a cost of capital studies, right?
A Okay.
Q As to sonme extent did I1EC right?

A Yes.

(Change of reporters.)

1245



10

11

12

13

14

15

16

17

18

19

20

21

22

Q s that a yes?

A Yes, it is.

Q And al t hough they use some different data,
they all use, essentially, equival ent nodeling
techni ques; namely, a DCF study and a CAPM
anal ysis, right?

A As did I, yes.

Q You, however, reject Staff's methodol ogy as
unr easonabl e, do you not?

A | reject the answer as unreasonabl e
particularly, in light of the available information
we're di scussi ng.

| think I pointed out some differences
in my testimony. The differences included the
met hod by way they use to compute growth rates, the
quarterly discounting adjustment, and, in

particul ar, the use of an average rather than a

medi an.

And | recognize -- with those
adjustments, | reconciled the Staff's nunber to ny
own.

Q Now, do you recall my or ConmEd asking you
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data requests that went both to the numeri cal
results of Staff's analysis and to the met hodol ogy?
And do you recall in response to -- I'm
going to try to do this fast. Okay. So if you
want me to go through all the steps, | will.
But in response to Data Request 4. 20
whi ch, quote, "Is Staff's proposed met hodol ogy for
estimati ng ComEd's required ROE reasonable, if not,
why not?" You answered, "No. See the final section
of your rebuttal testinony."?

A And | just described a | ot of the elenents
of that testinony.

Q You al so found |1 EC's method unreasonabl e?

A For simlar reasons relating to the
quarterly adjustments and user growth rates, yes.

Q Now, is it true that you are not aware of
any decision of this Comm ssion in which it has
based a Utility's allowed return on common equity
in whole or in part on an investment bank's opinion
of , analysis of, valuation of or rate of return of
the Utility's corporate parent in the context of a

mer ger ?
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It's DR 4.04A, if you want to refresh
your recollection.

A | think you asked a question i medi ately
prior to that about -- | don't understand the
corporate parent part in the question, since ny
recommendati on was to use the Morgan Stanley which
was a direct representation of the ComeEd and PECO
cost of capital.

Q | think we --

A But, of course, to answer your question,
|"msorry. The answer is absolutely yes because,
obviously, that is not avail able.

And the whol e point of nmy testinmony is
to use this incredibly val uable, avail able
i nformati on which shows the 300-basis point
differential.

Q | prom se we will get to availability in
about 90 seconds. | have five questions, though,
before | get there.

The answer to my question is, you are
aware of no decision of the Comm ssion in which it

is used an investment bank report either in the
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context of a merger or, if | can roll the second

guestion or in, any other context to set an ROE,

ri ght?
A | just said it's not available, correct.
Q And are you aware of any decision of this
Comm ssion where it will held that using such

i nformati on woul d be appropriate or preferable to
traditional approaches?

A Since the informati on was not avail able, of
course not.

Q Are you aware of any decision of the
Comm ssion in any context in which it said that
i nvest ment banks quote, "had better know edge of
their return requirements of investors" unquote,
t han that that can be derived by traditional
techni ques?

A | certainly aggressively make that point.

But again the quality of this

i nformati on, three prom nent investment banks
comng up with weighted average cost of capital in
the range of 5 to 6 percent was not avail able

earlier. So of course not.
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Q And you, lastly, are aware of no decision

of the Comm ssion where they hold that this type of
i nvest ment bank information, quote, "is a direct
proxy for investor requirements," unquote?

A No, | tried to explain that in ny
testinmony, so |I'm not aware of any deci sion.

Q You were a Comm ssion Staff menber for a
while and frequently testify in Illinois; do you
not ?

A A very long time ago.

Q You testified in ComeEd's 2000 -- |'m sorry.

You testified in ConmEd's 2001 DST rate

case; did you not?

A Yes.

Q What was the test year used?

A | can't recall.

Q Do you accept, subject to check, 20007
A | accept that.

Q Wasn't the Unicom merger pending for

10 nonths for the year 20007?
A You know, in that case, you have to put

yourself back in that case.
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I n that case, we had some di scussions
about rate of return and cost of capital. It was,
essentially, irrelevant in that case because the
way the DST worked with transition charges, if the
DST rate increased, transition charges went down.

So it was clearly not a significant
issue. And it wasn't the type of significant issue
related to rate base and ot her adjustments that
woul d have forward inplications to 2007 when rates
are really going to be in place

Q "1l actually go back and di scuss that
answer with you for a m nute since you gave it.

But | do want an answer to my question
which is: The Unicom merger was pending for a full
10 nonths for the year 2000, wasn't it?

A | think so, yes.

Q And there were investment-bank-fairness
opi nions on that merger; were there not?

A Yes.

Q Now, can | take from your |ong answer that
the reason that you dism ssed that exanple is

because you regard the ROE as having been
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uni mportant ?

A The reason from nmy client's perspective at
the time for not aggressively | ooking into the cost
of capital was its implication.

" m not saying we can dism ss the
I nvest ment - bank opi ni ons, none what soever ;
absol utely not.

Q Now, do you know when Ameren's merger with
| P was announced?

A | believe it was 2004. "' m not sure.

Q Woul d you accept, subject to check, that it

was announced on Decenmber -- in December of 20037
A | accept that, yes.
Q And cl osed in December of 20047
A Okay.
Q Do you know what Docket 04-0476 was?
A No.
Q Woul d you accept that Illinois Power had a

pendi ng gas rate case titled, 04-04767
A | accept that.
By the way, | did |look into the, at

| east, publicly available information fromthe
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[11inois Power and Ameren merger.

| | ooked at the prospectus and there was
no conpar abl e di scussion of the weighted average
cost of capital. So that information was not
certainly, at |east publicly, available in ternms of
t he wei ght ed-average cost of capital anal ogous to
your merger.

Q You know there are discovery rules in the
Comm ssion, right?

A | found that the discovery rules in getting
this sort of, obviously, available information, are
quite -- don't work so well.

Q Do you know when Ameren announced its

merger with ClLCO?

A | don't know the specific day it was.

Q If I told you --

A It was a couple years earlier.

Q If I told you April of 2002, do you accept

t hat subject to check?
A Yes.
Q And it didn't close until 2003, did it?

A | don't know, but | would accept that.
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Q Woul d you al so accept that CILCO filed gas
rate case capti oned 02-0837 that was pending while
its merger was open?

A | woul d accept that, yes.

Q And the rates of return in those GAPS rate

cases mattered to rates, didn't they?

A Yes.

Q Do you know when the Ameren CIPs nmerger was
announced?

A This was a pooling of interest merger. I

think it was in '97. And | did review that one, as
wel | .

Again, just like the Illinois Power
merger, there was no information, at | east
available in a public prospectus, on the cost of
capital for that merger.

Q You have no idea what other information was
avai |l able to the witnesses in those cases or could
have been ascertained by discovery because you
weren't involved in those cases, were you?

A That's correct. That's just what's in the

FCC filing.
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Q Isn't it true that at the sane tinmes that
the Ameren CIPs merger was going on, Ameren ClPs
had a case pending docket, a rate case pending
docket, 98-0545?

A ' m not aware of that, but 1'll accept it.

Q Woul d you agree or disagree that
i nvest ment - bank-fairness opinions in the context of
a merger are based on the results of different
anal ytical methods which exam ne relative equity
val ue per share of the two conmpani es and not the
absolute value of either company?

A Woul d you m nd repeating that question.

' m sorry.

Q Woul d you agree or disagree that
i nvest ment - bank-fairness opinions in the context of
a merger are based on the results of a number of
di fferent anal ytical nmethods which exam ne relative
equity value per share of the two conpani es and not
t he absol ute value of either conpany?

A No, not in general, no because --

| really want to get this done.

A Okay.
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MR. JOLLY: Again, | think w tnesses have had an
opportunity.

MR. RI PPI E: Ron, if it's going to save
redirect, | won't object. But I'm going to go on.
MR. JOLLY: Then | would object to -- | would

ask that M. Bodmer be provided an opportunity to
explain his answer. That's been the practice.
JUDGE HALOULOS: Overrul ed.
MR. JOLLY: Overrul ed? Okay. Thank you.
BY MR. RI PPI E:
Q Woul d you agree or disagree that
I nvest ment - bank-fairness opinions in the context of
a merger are based -- strike that please
Woul d you agree -- I'mgoing to read you
t he same question again.
Woul d you agree or disagree that
i nvest ment - bank-fairness opinions in the context of
a specific merger use conpany data for a specified
period of time, while in contrast a typical
regul atory analysis is based on the concept that
stock prices represent the discounted val ue of all

future dividends that investors expect to receive?
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A That's blatantly incorrect.
' m sorry. But that's very incorrect.
Q Woul d you agree or disagree that
i nvest ment - bank-fairness opinions in the context of
a merger use internal conmpany data, while in
contrast regulators rely on public market data to
reflect the value of the company?
A | conpletely disagree with that, as well.
Q Woul d you agree or disagree that
I nvest ment - bank-fairness opinions -- in
i nvest ment - bank-fairness opinions the return on
equity is applied to historic or depreciated invest
while in a cost-of-capital computation -- I'm
sorry.
Let me try that whole question again
pl ease.
Woul d you agree or disagree that
i nvest ment - bank-fairness opinions in the context of
a merger apply the return in equity to a
mar ket -base val uation of the assets?
A They don't use a return on equity. They

use a cost of equity to discount cash flow.
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The same cost of equity that you defined

for me in the very first question you asked me.

Q So you di sagree?
A It's exactly the sane. | conpletely
di sagree.
Q Do you agree or disagree that regul ators

measure capital structure percentages with actual
debt and equity anopunts in the balance sheet; in
contrast, investnment banks use the nunmber of shares
outstanding multiplied by the share price to
establish the market value?

A Yes, | stated that in ny testinmony.

Q Woul d you agree or disagree that the sole
pur pose which Lehman Brothers, Morgan Stanl ey,
and/or J.P. Morgan had in addressing the fairness
of the exchange ratio of the proposed Exel on PSEG
was, addressing the fairness of the exchange ratio
of the proposed Exel on PSEG merger, and it is not
appropriate for other purposes; such as,
determ ning the cost of equity in a regulatory
process.

Do you agree or disagree?
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A | couldn't disagree nore.

MR. RI PPI E: Your Honor, | handed the witness

document which | marked as ConEd Cross-Exhibit 6.

(Wher eupon, ComEd Cross Exhi bit No.
was marked for identification.)
BY MR. RI PPI E:

Q Do you recognize that document ?

A Just from perusing it, | recognized it
seems to be different in one respect from the
exhibit that was originally attached to
Dr. Hadaway's rebuttal.

Q It's signed, right?

A The date was in brackets. | don't know.
suppose it's signed, yes.

Q W Il you accept ny representation that
otherwise it's identical?

A | will accept it. | haven't re-read the
whol e letter, no.

Q Earlier in your cross-exam nation, you
di scussed a letter that you reviewed from Lehman
Br ot hers. s this the letter?

A Thi s appears to be the letter, yes.

a

6
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Q M. Bodmer, do you have any doubt that this
letter is Lehman Brothers' description to
Commonweal t h Edi son of what it did in devel oping
iIts fairness opinion?

A | absolutely have doubts. | suspect that
the way this letter was sent was that --

Q | don't want you to specul ate.

MR. JOLLY: The question is asking himto
specul at e.

MR. RI PPI E: No, it's not. It's asking the
wi t ness whet her he has any doubt if the letter is
accurate. | f his answer to that question is yes,
then that's -- I'mnot calling for himto
specul at e.

THE W TNESS: Wbuld you m nd re-reading the
question.

(Wher eupon, the record was read as requested.)

MR. RI PPI E: " mnot asking --

THE W TNESS: Definitely, | have strong doubts,
yes.

BY MR. RI PPI E:

Q Let's parse that into two questions and
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then we'll move on to the next one
You don't have any doubt that this is i
fact Lehman Brothers' description to ComEd, right?
A This is a response to a request that you
made for themto review the testimony.
And the only thing that's conpelling in
this whole letter to ne is the very finding
par agraph where they discuss that there are 300 or
nore basis points | ess.
Q That's the paragraph that appears at the
top of Page 3, right?
A Yes.
Q That paragraph is not referring to their

specific opinion, is it? |It's referring to

typically?
A Well, you know, it's amazing to me.
| - -
Q | really don't want to get into an argument
with you. | just want you to answer my question.
|s the answer to my question yes or no?
If you have to explain, you'll get to explain.
A Well, yes, because we don't know because
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after | asked for this number repeatedly, you,
obviously, had conversations with them and |I'm
sure the other investment banks. And they would
produce this letter and they still wouldn't tell
you what the answer is.

So the answer is, no, they didn't tell
you precisely what their number is.

Q Do you have any doubt that the letter is
signed by the managi ng director of Lehman Brothers
and that it's authentic?

A It is signed. | don't dispute his
signature. And | don't dispute this letter was
written by Lehman Brothers, absolutely not.

Q Now, hopefully I'll ask this in a way that
it's sinple.

You have no evidence that ComEd has in
its possession or control any docunent related to
any investnment bank analysis that it has not
produced, do you?

A You know, we have this letter where you
could obviously get Lehman Brothers to make a

comment on my testinony. And it defies logic. And
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it defies credibility, in my opinion, to think that
t hey woul d not have provided the nunber.

Q [''m --

A So I'mtrying to answer the question, but

it just is remarkable to me.

Q | understand you are having trouble with my
gquestion.
A That they're going to give you this letter

and that they would not give you the number or you
didn't ask them -- ask them for the number after we
had all of these data requests -- made all of these

data requests.

Q Do you remember what my question was?
A No.
Q It will speed things up if your attorney

gets you 4. 31 B.

Nei t her you or CCC have any evidence
that ComEd is in possession or control of any
docunent relating to any investnment bank anal ysis
that it didn't produce, do you?

A That very -- that response was prepared

before | saw this Lehman Brothers | etter. I
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suppose | really do apol ogi ze. | should have
nodi fied that response once | saw this letter.

Q | did read the data request fairly; did I
not ?

A You did read it.

Q It's never been supplenented or revised?

A It hasn't, no. | apologize for that.

Q | want to be clear, M. Bodnmer. Are you
saying -- are you testifying today, that ConmEd is

wi t hhol ding a responsive docunment ?
A | don't know.

What | do know from working in a |large
financial institution that is now one of the three
I nvest ment banks we di scussed, | know how they
respond to clients. And | know that you have a
docunment here that denonstrates you have,
obvi ously, been in contact with the investnment
banks.

Per haps, you chose not to ask the
gquestion. But it defies -- it's really quite
surprising to me that Lehman Brothers woul d not

have given you the answer or the underlying cost of
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equity if you had asked, particularly after it gave
you this letter.

So --

MR. RIPPIE: | move to strike everything after
the first sentence of his answer.

He failed to reportedly update the data
request response

| asked him whether it was his testinony
t hat ComeEd was withhol di ng anyt hi ng. He said he
didn't know.

The rest of it is speculation on what
conversations did or did not occur and what we may
or may not have asked.

It's both specul ative, and nmore

importantly, it is not an explanation of the an

answer to the question. It's gratuitous.
MR. JOLLY: | would say, it's not speculative in
that M. Bodner says -- has testified that he

became aware of the Lehman Brothers' |etter which
was attached to Dr. Hadaway's surrebuttal
testinony, which I'"'mtrying to recall, | think it

may have been served roughly what, eight, days ago
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per haps.

So given the information that was
provided in the |letter and Dr. Hadaway's
description of how the letter was obtained, |I'm not
certain that the question -- or M. Bodmer's answer
I's specul ative.

lt's based on his understandi ng of how
the letter was obtained from Lehman Brothers.

As to his answer being superfluous,
again, | guess | would point to what seems to me to
be the practice that's been allowed in these
hearings at this point where wi tnesses are provided
an opportunity to explain their answers.

JUDGE HALOULOS: He apol ogi zed for not updating

his testimony. So it will be stricken.
MR. JOLLY: If I mght, I don't want to argue
with you. But, again, the -- well, "Il |eave it

for redirect.
Thank you.
BY MR. RI PPI E:
Q New t opi c.

M. Bodmer, would you agree that for a
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utility to hire its business risk, the higher the
rate of return is required to induce investors to
make investments in its equity?

A Al'l else being equal, in particular the
| everage of the conpany, yes.

Q "1l accept your qualification.

Al'l el se being equal, the higher the
busi ness risk, the higher of the rate of return
required, right?

A The hi gher the cost of capital, yes.
Q Now, it is your testinmony that in your

view, ConmEd faces a relatively | ow business ri sk,

right?
A It certainly does.
Q And that is one reason that you rely on why

It ought to have, in your view, an ROR relative --
a lower ROR relative to other utilities, right?

A | don't think I made that particul ar
statement, but it's a reason certainly that the
rate of return, the cost of equity capital is, for
exampl e, lower than it has when it was an

integrated utility or even when it was or even
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during the transition period.

Q You cited in your testimny several reasons
why you think it is less risky. And you talk about
operating risks, and external financing needs, and
construction requirements, right?

A | think in my direct testinmony, | discussed
the fact that on a relative basis, more revenues
woul d be derived fromresidential customers which
have traditionally had nuch nore stable and | ess --
their sales are far |l ess sensitive to econom c
activity and recessions.

And |1'd also el aborate that the -- if
their request to have a much higher customer charge
I's, indeed, granted, that that's another reduction
in risk.

And | also think I pointed out that the
fact that ComEd is still a sizeable conpany
suggests that it has less risks than some of the
smal | er conpani es. | think Dr. Hadaway m ght have
used Mountain Power in Central, Vernont or
something like that. So there are additional

reasons.
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Q Yeah, | didn't ask you whether those were
the only ones. So we just spent a couple m nutes
tal ki ng about something I didn't ask you.

A Al'l right.

Q | asked you whet her amongst the reasons
that you cited and, indeed, the reasons you
identified is inportant to discussed in some |ength
wer e operating risks, requirements for external
financi ng and construction requirenments, right?

That's true isn't it?

A | think the testinony you referred to said
among ot hers. | el aborated.

Q Ri ght. Among ot hers.

A We can | ook up the testimny, so yes.

Q Okay. It is true, is it not, that you have
conducted no study or analysis of the comparative
operating risk, need for external financing or
construction requirements for ComEd and any ot her
distribution utility, right?

A | think that's how | answered your
gquestions.

Q And its also true that you conducted no
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such study with respect to operating risks, need
for external financing or construction requirements
of ComEd and any other integrated utility at all,
right?

A | think I answered that data response you
gave me, and pointed out that ny source for the
external financing discussion was M. Mtchell"'s

testi nony.

Q Actually you just said no.
A Okay. | think on an earlier | discussed
t hat.

Q What is the S&P business profile risk score

for ComEd?

A | understand it to be 4.

Q Do you know what the average is for
di stribution, electric distribution utility?

A | woul dn't be surprised if it's 3.

Q Do you believe that legislative attenpts to
freeze ConmEd's rates will effect its business risks

in the eyes of its investors?
A They coul d, but that won't.

Q You woul dn't give me more than "coul d"?
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A That woul d, of course, be requirement for
this case because by the time you set rates in this
case either the rates will be frozen or they won't.

I f rates get set in this case, that
event will not happen and the risks will be | ower.

Q On Lines 417 of 422 of your direct, you
testify: "If ConmEd prevails in other aspects of
this case and in its auction case, the Company wil
have | ess business risks than it has in its
I ntegrated electric utility conpany during the
transition period.”

Have | read your testinmony correctly?

A You di d.

Q s it your client's view that ComEd shoul d
prevail in this case and the auction case?

A Absol utely not.

Q Are you aware that the Attorney General has
appeal ed the order in the auction case?

A ' m generally aware of that.

Q s it your client's view that the
Commi ssion, in setting Commonweal th Edi son's rates,

should treat that appeal as meritl ess?
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A | haven't discussed that with my client
with either of ny three clients.

MR. JOLLY: To clarify, M. Bodnmer is not

testifying on the

MR. RI PPI E: I know. | didn't think I made that
assunmpti on.

MR. JOLLY: Your first question asked if his
client's.

MR. RIPPIE: | understand. But then | asked
about the AG s appeal.

MR. JOLLY: Okay.
BY MR. RI PPI E:

Q s it your testimny, as an ROE expert
maki ng a recommendation on a return for this
Comm ssion, that in setting ConkEd's rates, it
should treat attenpts to attack the results in the
auction docket as neritless?

A Absol utely not.

This, again, |I'mnot going to repeat ny

answer. But it's irrelevant for the same reasons |
just gave in an earlier answer.

Q Al'l right. Now, are you aware of the fact
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t hat S&P nmonitors regul atory devel opments as part
of the process by which it sets ratings for other
utilities in other conpanies?

A ' m generally aware, yes.

Q Do you know whet her S&P yesterday issued a
rating report that commented on the status of
regulation in Illinois and potential challenges to
Company's right to recover procurenment costs?
| have no idea.

You didn't review that?

No.

o > O F

If it did, and if it had indicated that one
of the reasons why conpanies in Commonwealth
Edi son's positions are risky relates to the risk of
rate cap extension or the inability to pass through
Its procurement costs, would that have changed your
opi ni on?

A |'d really have to have revi ewed that
entire docunment.

Q So the answer is you don't know whether it
woul d have changed your opinion or not?

A | don't know.
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Q You recommend a considerably nmore | everaged
capital structure for ComEd than ComEd proposes; do
you not?

A To be clear, on rebuttal | make the same
recommendati on as the Staff, yes.

Q You recommend a consi derably nore | everaged
capital structure than ComEd proposes whether on
direct or rebuttal, right?

A That's correct.

Q And would you agree, M. Bodner, that if
the capital structure changes, the cost of equity
shoul d al so change?

A In a very general sense, yes.

Q You teach courses on this subject, and in
the course of teaching those courses, you present
slides to your students?

A Yes.

Q And you produced those slides to us in

response to a discovery request?

A | did.
Q And amongst the statenments that you inpart
to your students is just the statement that | read,
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t hat quote, "If the capital structure changes, the
cost of equity should change.” Is it not?

A | think I just answered that that's
generally the case, yes.

Q Isn't it true that you also teach your
students that if the capital structure changes, the
cost of equity should change to maintain the same

overall WACC?

A | would have to | ook at the context.
That's -- I'msure that there is a slide
on that. However, that context is froma
basic -- if you agree with the Modigliani and

M Iller principle that, essentially, has no inmpact
on the rate of return.
Q | "' m not asking about Modigliani and M Il er.
' m aski ng about Ed Bodmer.
That's on your slide, right?
A Whi ch slide?
| mention in there that would be in the
context of the Modigliani and M|l er theory.
MR. RI PPI E: | apol ogi ze, your Honor.

| didn't expect necessarily having to do
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this, but with your perm ssion, |I'"m going to ask to
mark t hat segnment of M. Bodmer's slides as ComEd
Cross- Exhibit No. 7.

And with your perm ssion, | will provide
the requisite number of copies later this
afternoon.

JUDGE DOLAN: That's fine
(Wher eupon, ConEd Cross Deposition Exhibit No. 7
was marked for identification.)

BY MR. RI PPI E:

Q Last set of questions.

M. Fosco asked you about a table that
appears on Page 24 of your Exhibit No. 1. I
believe it begins on Line 695.

A Yes.

Q ' m very specifically going to ask you
about the merger transaction only, not any
subsequent transfer of assets.

As a result of the merger only; i.e.,
the second after the merger closed, ConEd's equity
did not change by the full anmpount of the Goodwil |

didit?
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A At that time ComkEd owned nucl ear power
pl ants which were written off.
So I'm sorry. | have to el aborate on
t hat. So the equity did not change because there
was a write-down of the nucl ear power plants.

Q And the equity changed in fact by a little

over 2.2 billion, right?
A "1l certainly accept that.
There was Goodwi || that was that

I ncreased. Then the net value of the nucl ear
pl ants went down. To give you the net nunber --
Q | understand that your explaining your
answer. And | understand the custom here.
But because it is inportant to scope
i ssues, | want it to be clear that |I'm only asking
you about the merger transaction.
And the answer to my question is about
2.2 billion, right?
A Yes.
MR. RI PPI E: Thank you.
That's all | have.

Your Honors, | would ask that Exhibit 6
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and soon to be 7 be adm tted.

JUDGE DOLAN: Any objection?

MR. JOLLY: W th the understanding as to
Exhibit 6, that it's done for cross-exam nation
pur poses for potential impeachment of M. Bodmer's
testi nmony and not his substantive attachment to
M. Hadaway's testimny, which was stricken, we
have no objection.

And | have no objection to 7 either.

MR. RI PPI E: It is being offered for the purpose
of i mpeaching his testinony.

JUDGE DOLAN: So not ed.

ComEd Cross-Exhibit No. 6 and ComEd
Cross-Exhibit No. 7 will be admtted into evidence.
(Wher eupon, ConEd Cross Exhibit Nos. 6 and 7 were
admtted into the record.)

MR. JOLLY: Can we have 10, 15 m nutes?

JUDGE DOLAN: Certainly.

We will take a break.

(Wher eupon, a recess was taken.)

JUDGE DOLAN: M. Jolly?
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REDI RECT EXAM NATI ON
BY
MR. JOLLY:

Q M. Bodmer, M. Rippie asked you severa
gquestions regardi ng Comm ssion decisions that
occurred around the time of various mergers.

Why do you think it's important in this
case for the Conm ssion to use the information
concerning the PECO ComkEd merger ?

A ' m sorry?

Q The PECO Uni com merger?

MR. ROBERTSON: Can you speak up, M. Jolly?
BY MR. JOLLY:

Q 11 get it right this tinme.

M. Rippie asked you several questions
regardi ng Conm ssion decisions that occurred around
vari ous mergers.

Why do you think it's important in this
case that the Comm ssion use information avail able
regardi ng the PSEG Unicom merger ?

MR. RI PPI E: Exel on nerger.

MR. JOLLY: Uni com Thank you.
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THE W TNESS: You know, as the beautiful chart
up there presented by ComEd, shows my number is
certainly lower than 19 orders at 10.5 |ower than
the Nicor case and | ower than the other cases. W
know t hat . | know t hat .

| also know that in the industry
mar ket -t o-book rati os have consistently been
substantially -- they've been above 1, and they're
certainly above 1 at this point in time.

So we have this fact that market-to-book
rati os that are above 1 are evidence that returns
bei ng granted exceed the cost of capital, and the
ki nd of Comm ssions are still granting the same
sort of levels of return.

Now, | thought it was essential in
addressing this issue to | ook past the sort of
di scussion that typically goes on surroundi ng costs
of capital decisions.

I f I would put nyself in the shoes of
somebody who had to make a decision on these cases
and address things |ike mean, or a version of

EBI TDA, whet her basing of adjustments should be
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measured in EBITDA, which analyst growth rates to
| ook at.

This sort of thing is extraordinarily
difficult to get through and to try to really get a
grasp on.

So | thought it was really, in ternms of
t he process, such valuable information to have
direct representations of what investnment banks,
who di d not have a stake in this case, thought the
cost of capital was.

Q In response to one of M. Rippie's
guestions, you stated that you are famliar with
how i nvest ment banks respond to clients.

What did you mean by that statement?

A Well, certainly in my experience when we
woul d receive a request froma client, we made
every attempt to satisfy that request and to pl ease
the clients.

| nvest ment banking is a very, very
conpetitive business. And ConkEd and Exel on are
very inportant clients. |"m sure paying mllions

of doll ars.
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You can't differentiate noney. The
i nvest ment bank is providing underwriting. It's a
very tough thing to differentiate.

So if you could provide assistance to
them and get a leg up on the conpetition, that's
very inportant and there is certainly a strong
desire to do that.

Q M. Rippies also asked you questions
regarding the differences between val uations that
I nvest ment banks do and how they determ ne cost of
equity versus how regul atory bodi es determ ne cost
of equity.

Coul d you pl ease explain what those
di fferences are.

A Well, on the cost of equity there are none.

The cost of equity is the opportunity
cost of investments with simlar risks. That's the
same valuation. That's the same relative
val uati on. It's the same absol ute valuation of an
acquisition as opposed to relative valuation. And
it's the same nunber that we're | ooking for in this

case to set as the basis for return on equity.
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Q M. Rippie also asked you a question about
whet her i nvestment banks use conpany-specific data.
You disagreed with that, with his
statement. Can you explain why you disagreed.
A Well, |I've seen a nunber of presentations
of cost of equity and cost of capital that
i nvest ment banks present. They, typically, use
mar ket dat a.
In fact, | think I put in my testimny
t hat Morgan Stanley said that it uses market dat a.
They apply that market data to the free cash fl ow
which is different than applying the data to the
rate base. But, certainly, in all of the
presentations |'ve seen the basis is market data.
Q You also, with respect to ConEd
cross- Exhibit 6, the Lehman Brothers' letter, you
said that the | ast paragraph which appears on Page
3, was the most inmportant portion of the letter.
Can you explain why you believe that to
be true.
A Yes.

Well, we have | ooked and found that
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J.P. Morgan, Morgan Stanley, and Lehman Brothers
all use costs of weighted-average cost of capital
bet ween 5 and somewhere above 6 percent.

But we have struggled through the course
of this case to find out what the return on equity
number i s behind those costs.

And that's the nunmber we really need.
And that's the same nunmber that | just referred to
in the prior testinony.

Now, | try to derive that number. And
came up with 7.75. Dr. Hadaway di sputed my
conputation, and came up with 11.45 as the number.

Finally, we have some sort of
representation in this nunber of what the
i nvest ment banks use.

Now, they didn't lay it out. But
presumably, they're using ComkEd's 11 percent
request and subtracting 300 basis points or
3 percent to get to 8 percent, which is a little
bit higher than 7.75, but that's what this
paragraph seenms to refer to.

Q M. Rippie also asked you a question
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regardi ng whet her you were suggesting that ConmEd
wi t hhel d informati on concerning the investnment
bank's derived cost of equities.

| s that what you were suggesting?

A ' m not suggesting that they withheld

i nformation. ' m noting that they had
communi cation with Lehman Brothers which means
they, in all probability, also had communi cation
with J.P. Morgan and, quite possibly, had
communi cation with Morgan Stanl ey.

I n the course of that communication,

there are two incredibly obvious questions that

arise. G ven that we asked this repeatedly in data

requests and really struggled to try to find this

answer, did ConmeEd ask the number -- ask for the
number? And if they asked for the nunber, did

Lehman Brothers provide it?

It just would be shocking to me to think

t hat Lehman Brothers could have produced this
|l etter and woul d have refused to provide that
backup.

MR. JOLLY: | have nothing further.
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MR. RIPPIE: Your Honor, | move to strike all of
the | ast answer after he didn't nmean that ComEd was
wi t hhol di ng i nformation.

Whil e that m ght be argument that could
be made in a brief, this witness is testifying
under oath and he's supposed to be testifying based
on personal know edge.

He has no know edge whet her anyone at
Conmed tal ked to Morgan Stanley or J.P. Morgan, |et
al one what was said during that conversation.

And if the City and others care to make
t hat argument in their briefs, they may. But it is
not the proper subject of testinony.

MR. JOLLY: | think M. Bodnmer is testifying
based on his experience and just stating that he
believes that if ComEd was having conversations
with Lehman Brothers, that he finds it surprising
t hey woul d not have asked that question.

' m not certain that's inappropriate
testi nony. | don't understand how it's
i nappropri ate

JUDGE HALOULOS: It's entirely too specul ati ve.
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It will be stricken.
MR. JOLLY: Okay.
MR. RIPPIE: Can | just have 1 m nute?
JUDGE DOLAN: Certainly.
RECROSS- EXAM NATI ON
BY
MR. RI PPI E:
Q M. Bodmer, | believe | have about four
gquestions.
You indicated in response to, | believe

the second |ine

M. Jolly,

an acknow edgment

of redirect questioning from

t hat your position is

sustained from the positions and the results

achi eved by ot her

utilities and ordered by other

Comm ssions around the country?

A Yes, |

Q Woul d you agree with me that

expectations as
debt securities
deci si on- maki ng

A Not t he

expectations as

did.

mar ket
to the value of both equity and
have been shaped by that history of
by ot her Conmm ssions?

cost of capital, but market

t o earnings.
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Q And that in turn --

A But absolutely not the cost of capital

Q The expectation concerning earnings would
in turn effect stock prices and debt prices, right?

A The cost of capital.

You have to go back to the CAPM We are
not backing out the cost of capital. The cost of
capital is a function of the risk-free rate plus
some nmeasure of diversified risk that's driven
relatively by cash flows.

Your discussion about earnings and stock
prices are sinmply means by which to get at the cost

of capital.

Q Can you answer my question please.
A | think | answered no.
Q So your answer is, to be clear, that

consistently you may say it's over earning. I
m ght di sagree with you.
But that consistent higher earnings do
not increase stock prices?
A No, | said they don't effect the cost of

capital.
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Q | asked you about stock and prices?
A Well, of course they would increase the

stock price.

Q Thanks.
MR. RI PPI E: That's all | have.
Thanks.

(Wher eupon, a recess was taken.)

JUDGE DOLAN: Before we begin with your wtness,
since this is our first exposure to panel testinony
and it's going to be difficult to determ ne who's
sponsoring what part of the tine. If there is no
objection from the parties, we would |ike to hear
the testimony and then admt the exhibits at the
end.

| s that a problem with anybody? | nean,
t hat way we rather than having them go through who
sponsored what testinony, | think we can speed
t hi ngs al ong that way.

MR. ROONEY: Certainly.

MR. NEI LAN: Certainly.

JUDGE DOLAN: | s that acceptable to the parties?

MR. ROONEY: Wbould you like me to identify the
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pi eces now then nove for adm ssion at the end?

JUDGE DOLAN: Yes.

MR. ROONEY: 1'Ill introduce the wi tnesses, your
Honor .

JUDGE DOLAN: Okay.

MR. ROONEY: First to make an appearance, John
Rooney and M chael Guerra on behalf of Commonwealth
Edi son Conpany.

Good morning, your Honors. [*'m John
Rooney. And presenting the direct, rebuttal and
surrebuttal panel testimny of M. Larry S. Alongi
and Timothy F. Ml nerney.

And they have, consistent with the
protocol that's been established for identifying
testinony, the direct testinony is identified as
Exhi bit 10.0. Attached to Exhibit 10.0 are
Exhi bits 10.1 through 10. 30.

The rebuttal testimony of M. Alongi and
M. Mlnerney is identified as ComEd Exhi bit 24.0.
And attached thereto are Exhibits
24.1 through 24.10.

And, finally, in the surrebutta
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testinony that surrebuttal panel testinony has been
identified as ComEd Exhibit 41.0. And attached
thereto are Exhibits 41.1 through 41.09.
| would note for the record, that we've
also filed with regard to surrebuttal testinony
only a public and a confidential version reflecting
certain redactions that were made by virtue of the
use of certain confidential information and
surrebuttal testinmony.
JUDGE DOLAN: All right.
Thank you, M. Rooney.
Gentlemen, will you please raise your
ri ght hand.
Counsel, ready?
(Wtnesses sworn.)
LARRY S. ALONGI AND TI MOTHY F. MCI NERNEY,
called as a witnesses herein, having been first
duly sworn, was exam ned and testified as follows:
CROSS EXAM NATI ON
BY
MS. PUSEMP:

Q Paul Neilan and Christina Pusemp for
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Bui |l di ng Owners Managers Associ ation of Chicago.

Good mor ni ng. My name is Christina
Pusenp. As | just said, | represent the Buil ding
Owners and Managers Association of Chicago in this
proceedi ng.

| just have a few questions
regarding -- | would like to begin by directing
your attention to ComkEd Exhibit 10. 1. ConEd' s
proposed tariff sheets, specifically ConmEd' s
proposed original sheet Nos. 468, Rider resale.

Let me know when you're there

ComEd has proposed the Rider resale will
replace Comed's current Rider 12; is that correct?

W TNESS ALONGI : Ri ght .

Q Okay. And the current Rider 12 and
proposed Rider resale set forth the ternms and
conditions under which a resale customer who
purchases electricity from ComEd may then resell it
to a third person; is that correct?

W TNESS ALONGI: That's correct.

JUDGE DOLAN: Sir, you are going to need to

speak into the m crophone al so.
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W TNESS ALONGI : Okay.

JUDGE DOLAN: Bring it in closer.
BY MS. PUSEMP:

Q And do both the current Rider 12 and the
proposed Rider resale |limt the eligibility for
ConEd resale customers to resell electricity to
t hose customers who have been doing so continuously
since 19977

W TNESS ALONGI: The actual limtations are in
t he general terms and conditions, but the sanme
limtations apply.

Q And these third persons that the
electricity is being sold to, are they generally
tenants of the retail customer buil ding?

W TNESS ALONGI :

A Coul d you are repeat that. "' msorry.

Q Sure.

These third persons that the electricity
is being resold to, are they tenants of the retai
customer buil ding?

A Yes.

Q And did BOVMA witnesses Childress and
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Brookover, in their direct testinony, propose
specific | anguage modifications to ComeEd's proposed
Ri der resal e?

W TNESS ALONGI : Yes, they did.

Q And in your rebuttal testimny, did you
agree to adopt this modified | anguage?

W TNESS ALONGI: We agreed subject to the
Comm ssion's approval.

Q Okay. Did BOMA's | anguage change anyt hing
regarding the eligibility of ComEd's customers who
continuously resold electricity since 1957? Did
t hey change any part of that provision?

W TNESS ALONG : No.

Q Have you also -- have you had a chance to
review the rebuttal testimony of Il C witness,
Robert Stevens and rebuttal panel testimony of
Phillip O Connor and John Domagal ski of CES?

W TNESS ALONGI : Yes.

Q And have you reviewed the portions
consi dering Rider Resale?

W TNESS ALONG : Yes.

Q Have those parties also agreed that BOMA's
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| anguage, nodifications throughout the resale
adequat el y address the concerns and support the
adoption of that |anguage?

W TNESS ALONGI : Yes, they have.

Q And woul d you also agree that the | anguage
proposed by BOMA best acconplishing the objective
of allowing retail customers who are currently are
all owed to resell electricity to third persons
under Rider 12 to do so post-20067?

W TNESS ALONGI : | would agree with that.

Q Just one | ast question.

Have these resellers who have been
reselling under Rider 12 been required to obtain
certification as alternative retail electricity
suppliers?

W TNESS ALONGI : No.

MS. PUSEMP: Thank you.

That's all the questions | have.

JUDGE DOLAN: M. Neilan, are you asking
gquestions too?

MR. NEI LAN: No, those are all the questions

t hat BOMA has
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JUDGE DOLAN: All right.
Sean, are you ready?

MR. BRADY: Sur e.

CROSS EXAM NATI ON
BY
MR. BRADY:

Q Good mor ni ng. My name is Sean Brady. And
| represent the Staff of the Illinois Commerce
Commi ssi on.

| would like to ask you a few questions
about Rider 8.

Is it fair to say that Rider 8 provides
a credit to custonmers who receive electricity
t hrough transformers they own or transformers that
they | ease from ComEd?

W TNESS ALONGI: That's correct.

If I may just add to that, they nmust own
some of the transformers.

Q | was going to ask for a clarification on
t hat.

So it looks -- are there three groups

t hen of customers who woul d be under Rider 8
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owners, who | ease -- customers who own a
transformer, customers who |ease a transformer from
ConmEd, and custonmers who have a conbi nation of
owned and | eased transformers?

W TNESS ALONGI: It does not include customers
that only | ease from ConEd.

JUDGE DOLAN: Could you please keep your voice
up pl ease.

W TNESS ALONGI: 1'Ill do my best.
BY MR. BRADY:

Q Those customers who only |ease transformers
from ComEd?

W TNESS ALONGI: Wbuld the not be eligible for a
Ri der 8 credit.

Q What rider would they be under then?

W TNESS ALONGI : The current rider that would
apply is Rider 6. It's an option facilities rider.

Q Thank you.

There seens to be a little confusion

bet ween your testinony and M. Linkenback's
testi nony about the number of customers under

Rider 8 So | just wanted to get that clarified.
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|'s there 225 customers taken under
Ri der 8 currently?

W TNESS ALONGI: | think the count that we had
provi ded was about 225, yes.

Q And of those 83 of them 83 of the
customers both own and | ease?

W TNESS ALONGI : Subject to check, yes.

| recall there was a number of 83 that,
| think you are correct, owned and | eased.

Q Do you guys have a term for people,
customers who both own and | ease that we can use
here so we don't create confusion on the record?

W TNESS ALONGI: No, we don't have a term for
t hat.

Q Can we just call them Ilike a hybrid?

W TNESS ALONGI : That woul d be fine.

Q Thank you.

So just to be clear there are 8 -- of
the 200 customers, 83 of them are hybrid
approxi matel y?
W TNESS ALONG : | could check the testimony,

but | believe that's correct.
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Q That's all

How | ong has this rider

exi stence?

W TNESS ALONG :

right.

For a

That's fine.

s long as I’

been in

ve been

around. And |1've worked with ConEd for over

30 years. So it's

Q Do you know when it was | ast modified?
W TNESS ALONGI : Of f hand, no.
Q How | ong have you been involved in as a

at | ea

witness in rate cases for

W TNESS ALONGI :

| ' ve been a witness

st that | ong.

ComEd?

three delivery service rate cases.

Q So woul d that be?

W TNESS ALONGI :

Q So 1999.

Si nce

And it hasn't

W TNESS ALONG :

Q Now, under

required to maintain the equi pment,

W TNESS ALONGI :

Corre

the Ri

Corre

1999.

changed since then?

ct.

der 8, the custonmer's

ct.

correct?

Unless it's a hybrid and some of the

transformers are at

| east

from ComEd.

And t hen

in the | ast
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ConEd maintains it under the Rider

6 rental.

Q They mai ntain only the transformers that

are being | eased? ConEd -

we're cl ear.

ComEd does the mai ntenance on the
transformers that
W TNESS ALONGI :
They're ComEd transformers.

| eased by the customer,

i ncl udes mai nt enance.

Q Okay.

The customer

| et me rephrase that

That's correct.

and part of

is still

are | eased from ComEd?

They're

t he rent al

responsi bl e

for the mai ntenance on those transformers that it

owns?

W TNESS ALONGI : Yes.

Q Thank you.

Now, under this

credit, correct?

W TNESS ALONGI : Yes, Rider

Q What

is that credi

conpensating the customer

rider,

t

supposed to be

for?

W TNESS ALONG : For the cost of

transformer,

and al t hough,

was not

8 there

t he

part

there i s a

of

t he

SO

is a credit.
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devel opment of the credit, | assume it also
i ncludes the custonmer's mai ntenance on the
transformer.

Q What types of customers use this rider?

W TNESS ALONG : Probably at | east half of them
are industrial manufacturing custoners. Some of
them are customers that own generation. | think
there's some hospitals, park districts.

Those are the customers that come to

m nd

Q ' m sorry. | m ssed that |ast part. It
was it the customers?

W TNESS ALONGI: Those are the customers t hat
come to m nd.

Q Okay. Thank you.

W TNESS ALONGI : | did review a |ist of
customers on the riders. Those are the types.

Q Thank you.

Now, i n your proposal regarding Rider 8

or ComEd's proposal regarding Rider 8 is to
di scontinue Rider 8; is that correct?

W TNESS ALONGI : That's correct.
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Q And it's my understanding from your
surrebuttal testinony that you reference back --
your proposal in your rebuttal testimony which says
that ComEd is willing to give each Rider 8 customer
a one-time payment which is equal to one year of
credit so as to end the Rider 8?

W TNESS ALONGI: That's correct.

Q I n your plan for inplementing the
di scontinuations of Rider 8, the customer then
woul d move to Rider NS, correct?

W TNESS ALONG : That's correct.

Q And just so we're clear, Rider NS is a
rider for customers who have nonstandard services
and facilities?

W TNESS ALONG : That's correct.

Q Woul d there be other customers taking up
Ri der NS besi des customers from Ri der 87?

W TNESS ALONGI : Yes.

Currently customers that take all
transformers from ConmEd are allowed a single
transformer as standard.

And if they request service at multiple
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| ocations, and it requires nmultiple transformers,
the difference in cost of the standard transformer
versus a nmultiple transformers is a rental item
that the custonmer would pay under the current

Ri der 6 and going forward woul d pay under the
proposed Ri der NS.

Q Okay. Thank you.

Do you have an idea off -- because you
al so address Rider NS in your testinony, correct?

W TNESS ALONGI : Yes.

Q Has ComEd estimated how many customers
woul d be moving to Rider NS if that is approved?

W TNESS ALONGI: We have billing determ nants on
how many custonmers are currently served on Rider 6.
And those customers would nove to Rider NS.

And if the Comm ssion approved the
di sconti nuation of Rider 8, those customers would
al so nove to Rider NS.

Q | guess | was |l ooking for just a nunber.

Do you have an idea of that number, just
an estimte?

W TNESS MCI NERNEY: It would be the hybrid
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customers that would then continue to have a renta
under Rider NS.

Q | was just |ooking for the total nunber of
Ri der NS customers?

W TNESS ALONGI : Could I confer?

W TNESS MCI NERNEY: | don't have the number
of f hand. It is in Part 285.

BY MR. BRADY:

Q Al'l right. Going back to Rider 8. And if
Rider 8 is term nated, what will happen to the
transformers that the conpani es own?

W TNESS ALONGI: They'll remain in place and
continue to be rented by the customer.

Q WIIl they be -- will some of them be taken
out of service?

W TNESS ALONGI : Not unless the customer asks
ComEd to do that.

Q ComEd will -- will ConmEd be inspecting
these transformers to evaluate their ability to
continue functioning?

W TNESS ALONGI : |'"'m not famliar with ComEd's

transformer inspection practices, so | couldn't
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answer that question.

(Wher eupon, there was a change

of reporters.)
And then the trans- -- the transformers, over tinme,
woul d be taken out of -- would be replaced as they
normal ly were; is that your understanding, or is
t hat al so outside of you're --

W TNESS ALONGI : From my experience,
transformers are replaced either when they fail, or
when a customer requests to add a load to the
transformer, and the transfornmer size needs to be
upgr aded.

Q Okay. And then under Rider NS, the
customer who formerly owned the transformer, would
no | onger be maintaining that transformer, correct?

W TNESS ALONGI: No, just to be clear, what
we' ve been discussing are the ConEd transformers
for the hybrid customer.

Q Okay.

W TNESS ALONGI: And the hybrid customer that
owns some of the transformers, but not all, would

continue to own and maintain their own
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transformers.

Q And t hen what about the customers who only
own those -- let me start that over.

What about those customers on Rider 8
who only own their own transformers?

W TNESS ALONGI: They would continue to own
their own transformers. We would allow a standard
al l owance if the customer wanted ComEd to provide
transformation. Basically, we would offer to
provi de our standard service. The customer could
remove their transformer, ComEd could install the
standard transformer.

Q Nei t her Rider NS nor Rider 8 establishes
the rate that the customer has to pay; isn't that
correct?

MR. ROONEY: The rate for what?

MR. BRADY: The rate the customer has to pay to
ConEd.

W TNESS ALONG : For delivery services?

BY MR. BRADY:
Q For delivery services.

W TNESS ALONGI : |t doesn't establish the rate
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under our proposed rate RDS, but there is a charge
for optional transformers that the customer is
renting from ConmEd.

Q Okay. All 1 wanted to do was clarify that
the rates for these custoners, the delivery rates,
weren't included in either the two tariffs -- the
rider or the tariff we're talking about here,
either rider. W're talking about Rider 6 or Rider
8 or NS?

W TNESS ALONG : Ri der 6 and Rider NS are riders
to the rate and it does not change the rate.

Q Now, you also -- is -- is it your
under st andi ng that ComEd has computer progranm ng
software that is needed to track these Rider 8

custoners?

W TNESS ALONGI: OQur billing system currently
tracks the Rider 8 custoners. It's a field in the
billing system. The systemis conmputer software.

Q s it a significant remove -- let me start

over on that question.
By ending Rider 8, is there a

significant savings to ConmEd regarding -- for the
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conmput er programm ng and mai ntenance and ability
conpunction function that you just nmentioned?

W TNESS ALONGI: There would be savings in terns
of not needing to programthat for post-'06 as well
as mai ntenance on the computer system and the
testing that is performed on the conputer system

when rates are changed. So there would be savings.

Q And there is -- regarding Rider NS, there
is also a program -- that's also maintained or
tracked in billing using a conmputer program as
well, correct?

W TNESS ALONGI: That's correct.

Q And that would also have to be installed
and mai ntained, correct?

W TNESS ALONGI : That's correct.

Q And Rider NS is a new proposal in this rate
case, correct?

W TNESS ALONGI : It's a replacement of our
Ri der 6, the optional facility rider that we
currently have.

Q You al so discussed an alternative to your

preferred option; is that correct? |Is that a fair
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characterization of your testinmony?
W TNESS ALONGI: The alternative was the
alternative that you mentioned earlier to provide a

one-year payment to all Rider 8 customers.

Q No, the alternative that | had in mnd is
in your surrebuttal testinmony on Page -- give me a
second here. | believe it's on either 18 or 19.

W TNESS ALONGI : | think the surrebutt al

proposal was to sinmply Iimt availability to those
customers that currently are taking service under
Ri der 8, and allow ComEd to make an adjustment to
its rate design spreadsheet to properly recover our
revenue requirements taking those credits into
account.

Q So | guess I'll refer to that as an
alternative to your first proposal or your original
offer as you had been -- you referred to it here in
your surrebuttal testinmony, which was to
di sconti nue?

W TNESS ALONGI : Yes.

Q So | may have mi ssed it, when you discussed

your alternative, your alternative also continues
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to provide a credit to the current custoners,
correct?

W TNESS ALONGI: That's correct.

Q And as you mentioned, there is a change to
their rate -- to the customers' rates, correct?

W TNESS ALONGI: The change that | was
mentioning was a change to our rate design
spreadsheet, it sets the delivery service rates to
account for the credit because we had not accounted
for it yet in the original rate design spreadsheet.

Q So what you're saying is, you hadn't
accounted for that credit in the previous delivery
service case -- the delivery service rate case?

W TNESS ALONGI: No. No, because we had
proposed to discontinue Rider 8 we did not account
for continued Rider 8 credits in our rate design
spreadsheet .

Q | see. So you would update the -- what
you're saying is you would update what you have
currently placed -- filed with the Comm ssion to
account for this credit?

W TNESS ALONGI : That's correct.
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Q But the current custonmers, based on -- the
current Rider 8 customers, based on the rate
proposal -- the delivery service rate proposal
ConEd has in this docket, their rates are changi ng,
correct?

MR. ROONEY: Are you speaking about the delivery
service rate, or the credit from NS? Sean, | just
want to make sure we're clear.

MR. BRADY: Yeah, I'll rephrase that.

BY MR. BRADY:

Q The customers under Rider 8, their rates
are changing if the Comm ssion were to adopt a
revenue requirement other than what was approved at
01- 04237

W TNESS ALONGI: The delivery service rates are
a proposal change, yes, for all custoners.

Q Now, both of you are rate specialists,
correct -- or you're in rates, you're the manager
of rates, M. Alongi?

And you're a rates specialist, correct,
M. Ml nerney?

W TNESS MCI NERNEY: That's correct.
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Q All right. And is it your understanding
t hat revenue requirenment is a factor of determ ning
rates?

W TNESS ALONGI: Yes.

Q And is it your understanding that inflation
I mpacts revenues?

MR. ROONEY: Objection. Your Honor, these
wi t nesses don't tal k about the specifics of the
revenue requirements. They speak about the
I mpl ementation of tariffs based upon the revenue
requi rement that ComEd is proposing. They're not
tal ki ng about inflation or anything that would
i mpact revenue requirement.

MR. BRADY: But as they've already established,
they are rate specialists, so they should at | east
have a conmmon -- a general understandi ng of how
rate's performed and whether it's impacted by
inflation or not.

JUDGE DOLAN: "Il overrule it. Just based --

|f you can answer it, answer it, please.

W TNESS ALONGI : ComEd' s costs, which establish

the revenue requirement, would be affected by
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i nflation.

BY MR. BRADY:

Q Did you have -- did you have an opportunity
to review -- well, are you famliar with Jerry
Hill?

W TNESS ALONGI : Yes.

Q And woul d you have any opportunity to have
reviewed his testinony?

W TNESS ALONGI : | did not review Jerry Hill"'s
testinony in great detail, no.

Q Would it surprise you if he had made a
statement that the consumer price index had
increased 9.7 percent from 2000 to 20047

MR. ROONEY: Objection, relevance. M. Hill's
testi nony goes directly to what my prior objection
was tal king about, your Honor, which was revenue
requi rement .

These gentlemen are here to discuss the
rates, and particularly, this |Iine of questioning
i nvol ving Rate 8. And how the revenue requirenment
gets established is entirely a different matter

t han the establishment of the rates.
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JUDGE DOLAN: We'll sustain the objection.
BY MR. BRADY:

Q Previous -- a few questions ago, prior to
this most recent line of questioning, you had
stated that it's your understanding that the
custonmers -- the Rider 8 customers' rates would
change, correct?

W TNESS ALONGI : Correct.

Q However, your alternative proposal,
proposes to not change the credit in Rider 8,
correct?

W TNESS ALONGI: That's correct.

Q | f Rider 8 is elimnated, will any Rider 8

customer whose service is provided through

accomodation -- whose service is a hybrid, wll
their monthly ComEd bill increase?

MR. ROONEY: Object. | just want to nmake sure
we're clear, Sean -- maybe I'll withdraw the
objection -- but | want to make sure we're talKking

-- there's different rates, there's RCDS. Are you
aski ng about overall bill? Are you asking about a

rate relative to NS versus Ri der 8?
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| just want to make sure we're talking
about the right rate when you' re asking the
gquestion.
MR. BRADY: I"mtal king about their overal
bill.
BY MR. BRADY:
Q If Rider 8 is elimnated, will any hybrid

Ri der 8 customer see their nonthly ComEd bil

i ncrease?
W TNESS ALONGI : | really can't answer that
guestion on a total bill impact basis. What | can

say, is that all other things equal, just | ooking
at the Rider 8 versus Rider NS, it really depends
on a customer's |l oad, how many customers -- how
many transformers the customer rents from ConmEd.

We answered some data requests with
respect to the hybrid customers. Some of them
actually saw | ower charges as a result. Sonme of
t hem woul d see slightly higher charges for the
transformers only, not tal king about, you know, the
rate RDS char ges.

Q Woul d you have a different opinion
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regarding the custonmers -- the Rider 8 customers
who own the transformer?

W TNESS ALONGI: If that customer shows to
continue owning the transformer, they would not
receive a credit, and, thereby, could be considered
to pay nore.

MR. BRADY: That's all the questions | have.
Thank you.

JUDGE DOLAN: Thank you. | figure before lunch
we're going to try to get some of the shorter cross
out of the way, and then we'll conme back for the
| onger.

So Cook County State's Attorneys, are
they -- M. Jolly, you ready?

We do have a different court reporter,
so if you could just introduce yourself before we
begin, so she's aware of it.

MR. JOLLY: M nanme is Ron Jolly, | represent

the City of Chicago in this matter.
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CROSS- EXAM NATI ON
BY
MR. JOLLY:

Q Good afternoon, M. Alongi and
M. Ml nerney. Again, nmy name's Ron Jolly.
represent the City of Chicago in this matter.

" m just going to ask you about a couple
of topics; Rider LGC and Rider M.

' m going to start with Rider LGC.

Coul d you pl ease describe for me what
Ri der LGC is.

W TNESS ALONGI: Rider LGC is a rider that
all ows ComeEd to recover the cost of perform ng work
that it would not ordinarily perform when its
requested to do so by a |local governnment unit.

Q And isn't it true that on your proposed --
wel |, actually, Rider LGC is a proposed replacenment
for an existing rider; isn't that correct?

W TNESS ALONGI: Correct. Rider LGCis a |loca
government conpliance rider that replaces Rider 28.

Q Or woul d replace, assumng it's approved?

W TNESS ALONGI: That woul d replace. Thank you.

1317



10

11

12

13

14

15

16

17

18

19

20

21

22

Q And the point of Rider 28 and the point

of

Rider LGC is that if a |ocal government unit asks

Comed to perform what, | think, under the current

rider is someti mes defined as nonstandard service,

the incremental cost of nonstandard services are
charged back to the residents of the requesting
| ocal government unit; is that accurate?
W TNESS ALONGI: To the ConmEd customers that
| ocated in the local government units at a rate.
Q Thank you. And could you please turn to
your rebuttal testinmny on Page 15.
W TNESS ALONGI: Did you give a page nunber?
Q 15, and at Lines 389 through 91.

And there's a sentence there that
states, The differences between ComEd' s exi sting
Ri der 28 and ConEd's proposed Rider LGC are not
substantive and are not intended to change the
purpose of the rider.

Did | read that accurately?

W TNESS ALONGI : Yes, you did.

are

Q Could you turn to -- could you now turn to

Page 17, Lines 440 through 442.
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W TNESS ALONGI : Yes.

Q And there's a question that begins on Line
438 that says -- that states, Does ComEd intend to
adm ni ster Rider LGC any differently than Rider 28
is currently adm ni stered.

And your answer is, No. ConEd' s
intention is to adm nister Rider LGC in the same
manner as Rider 28. And ComEd does not intend to
expand its discretion under Rider LGC as conpared
to Rider 28.

Did | read that accurately?

W TNESS ALONGI : Yes.

Q Could you now turn to your surrebuttal
testi nony. And, particularly, at Page 8, Lines 188
t hrough 190.

And, again, | think you make a sim/ ar
statement, but there's a sentence there that says,
Mor eover, we have denonstrated in our rebuttal
panel testinony that the differences between
ComEd' s existing Rider 28 and ConmEd's proposed
Ri der LGC are not substantive.

Did I read that accurately?
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W TNESS ALONGI : Yes.

Q Now, could you turn to Page 9 of your
surrebuttal testinmony. And at Lines 207 through
209 and then at Lines 215 through 219, you quote --
in Lines 207 through 209, you quote a portion of
Ri der 28; is that right?

W TNESS ALONGI : At 207 and 209, that is
correct.

Q And then at Lines 215 through 219, you
quote a portion of proposed Rider LGC, is that
right?

W TNESS ALONGI : Correct.

Q Now, as | understand, the quoted portion of
Rider 28 -- well, I"lIl just read it.

It says, In the event that a | ocal
governmental -- governmental unit enacts the
ordi nance or otherwi se utilizes its constitutional
or statutory powers to conpel the Conpany directly
or indirectly to, and then there are ellipses; is
that right?

W TNESS ALONGI : Yes.

Q And does that enumerate the instances in
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whi ch ComEd woul d apply Rider 28?

W TNESS ALONGI: The text that follows is what
enumerates the conditions under which ComEd woul d
I mpl ement the Rider 28.

Q Wel |, does that -- does that -- the quoted
text, does that indicate what actions a |ocal
governmental unit would have to take before ConmEd
woul d apply Rider 287

W TNESS ALONGI : Yes.

Q And so, it would require a | ocal
governnmental unit to enact an ordi nance, or to
otherwi se utilize its constitutional or statutory
powers; is that right?

W TNESS ALONGI : Ri ght .

Q Okay. Moving down to the quoted portion of
proposed Rider LGC, we have the same -- the same
actions a | ocal governnment -- governmental unit
woul d have to take; is that right?

It states here in Line 215, An act would
require that a local government unit enact an
ordi nance. And then if you skip down to Line 217,

Or otherwise -- well, beginning at the end of Line
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216, Or otherwi se utilizes its constitutional or
statutory powers to conpel the Conpany directly or
indirectly to perform any conbi nation of the
foll ow ng.

Woul d you agree that those two portions
of proposed Rider LGC are -- are simlar to or
intended to replicate proposed -- or --

W TNESS ALONGI : Yes.

Q -- intended to replicate Rider 28?

W TNESS ALONGI : Yes.

Q But between those two portions, there's a
new phrase; isn't that correct?

W TNESS ALONGI : That's correct.

Q And that phrase states, Requires as a
condition of the company's use of its property.

Now, with respect to that phrase, would
a |l ocal governnment unit have to enact an ordi nance,
or otherwise utilize its constitutional authority
for that phrase to becone rel evant?

W TNESS ALONGI: The exanple that we gave in
rebuttal, as | recall, was a situation in which

ComeEd was required by the | ocal government
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authority to use a special service to prepare
permts, a computerated (sic) drafting service

And that was a requirenent for ComEd to get a
permt, so to speak, fromthat | ocal governnment

unit to place poles or other facilities on the road
or right-of-way.

Q So if the City of Chicago required ComEd to
receive a construction permt before doing work in
a city's right-of-way, are you saying the proposed
Ri der LGC would flow the cost of acquiring that
permt through Rider LGC?

W TNESS ALONGI: Not unless there was some
unusual requirements of that permt, such as using
an outside vendor to prepare and categorize because
it's not done by ComEd in the normal instance.

Q Okay. Would you agree that that's -- that
t hat phrase is an extension of the instances in
which ComEd -- strike that.

Woul d you agree that that phrase as to
the instances in which ComEd m ght apply what is
now Ri der 28 and what will become Rider LGC?

W TNESS ALONGI : We described it as a

1323



10

11

12

13

14

15

16

17

18

19

20

21

22

clarification.

Q My guess i s ConEd applied Rider 28 in the
circunmstances that you described in your rebuttal
testi nony?

W TNESS ALONGI: | don't have first-hand
know edge, but | know it was brought to ny
I ntention that that was a situation that should be
addr essed.

Q Do you know if ComkEd applied Rider 28 in
t hat situation?

W TNESS ALONGI : No, | don't.

Q Okay. Going to Page 10 of your surrebuttal
testi nony, starting at Line 234, you respond to
City Wtness Steve Walter's testimony regarding
Subsection D of Rider LGC, is that correct?

W TNESS ALONGI : Yes.

Q And, in particular, you -- you quote
Subsection D, which states at Lines 235 to 237,
Remove existing facilities and replace themwith
facilities that at a different time the Conpany
woul d ot herwi se be required to provide such

replacement; is that right?
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W TNESS ALONGI: That's correct.

Q Okay. And then as you go down in the lines
that follow, you describe -- in response to
M. Walter's testimony, you describe an instance
where Rider LGC would not apply; is that right?

W TNESS ALONGI : That's correct.

Q And that sentence -- and that situation --
the exanple you use is this instance in which --
is -- during a public inprovement project, such as
wi dening a street, if ComEd were required to nove
its poles to accommodate the wi dening of a street,
assum ng that overhead |lines were replaced with
ot her overhead lines, those costs would not be
charged to the proposed Rider LGC; is that
accurate?

W TNESS ALONGI: That's correct.

Q And carrying over to Page 11, you -- and
we're beginning at the bottom of Page 10, you
state, Under the provisions of existing Rider 28
and proposed Rider LGC, such a project is otherw se
required.

And otherwi se required is in quotations.
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Where exactly are you quoting that fronm?

W TNESS ALONGI : That was a quote from our
rebuttal testinony.

Q Okay. Could you tell nme where in your
rebuttal testinony?

W TNESS ALONG : |f the reference is correct, it
woul d be Page 16, Lines 417 and 422.

Q Well, |I'm at Page 16, Lines 421 through
422, and the words "otherwi se required” appear
there and, again, it's in quotes.

Where is the citation to in your
rebuttal testinony?

W TNESS ALONGI: The quotes is not meant to be a
guotation, it's just meant to be a highlight.

Q Okay. Okay. I'"d like to nove on to Rider
M.. And -- let's see. ' m going to go back to
your surrebuttal testinony.

MR. JOLLY: And at some point in ny
cross-exam nation, | think I'mgoing to have to
refer to confidential information. When | get
there, 1'"1l let the judges know

JUDGE DOLAN: Thank you.
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BY MR. JOLLY:
Q I n your discussion of Rider M., at sonme
poi nt you discuss sal vage costs; is that correct?
|''m having a hard time |locating the
precise point in your testimony.

| s that accurate, though?

W TNESS ALONGI: There was a di scussi on of
sal vage costs.

Q Ri ght.

W TNESS ALONGI : Yes, there was a brief
di scussi on.

Q Ri ght. And when you tal k about sal vage
costs, what exactly do you nean?

Do you mean -- well, do you mean sal vage
costs selling neters for junk purposes, or for
what ever, you know, val ue you get out of then? O
do you mean -- it's actually in your rebuttal. ' m
sorry. And it's at Lines 475 and 477.

When you di scuss a sal vage val ue there
are you discussing potential resale of meters that
ComeEd no | onger uses?

W TNESS ALONGI : Al though I know you can get
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sal vage for certain metals as junk, | guess, but |
used it in the context of reselling the meters.

Q Okay. If you could turn to Page 18 of your
surrebuttal testinmony.

W TNESS ALONGI: Okay. Did you say
"surrebuttal "?

Q " m sorry, rebuttal. And there --
actually -- yeah, Page 18, and at the beginning --
at the top of that page through Lines 457, you talk
about ComEd's cost of meters; is that right?

W TNESS ALONGI : Correct.

Q And this is where |'m going to go into --
" mgoing to start asking questions about
confidential information.

JUDGE DOLAN: Okay. We are going to have to go
now into in canera. If anyone has not signed the
confidentiality agreenment or are not a nmember of
this Comm ssion, we'd ask that you please |eave the
room

(Wher eupon, the follow ng
proceedi ngs were had in.

Camer a. )
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